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A

Record
that inspires confidence

The Walton School has seen six hundred and sixty-one (661) of its students
pass the C. P. A., C. A., and American Institute examinations, counting only
once those students successful in both C. P. A. and American Institute-examina
tions. From 1917-1915 — nine consecutive years — Walton students were
honored by mention of special distinction in American Institute examinations,
while in the past twelve years they have eighteen times won medals for honors
in the semi-annual Illinois C. P. A. examinations.

Mail Coupon for Free Descriptive Book
Mailing the coupon will bring you a free copy of “The Walton Way to a Better Day,” which tells of
the notable accomplishments of Walton graduates as executives, comptrollers, and auditors in indus
trial organizations, as well as members of public accounting firms. It also contains many letters from
Public Accountants who endorse Walton training, and letters from universities and colleges which
have adopted Walton Courses.

Day and Evening Classes and Correspondence Instruction
As day classes are started at frequent intervals, it usually is possible for a day student to begin at
almost any time at the point in the course for which his previous education and experience qualify
him. Evening resident classes start in January and September.

CONSTRUCTIVE ACCOUNTING
ADVANCED ACCOUNTING
COST ACCOUNTING
INCOME TAX
BUSINESS LAW

WALTON SCHOOL
Commerce

GEORGE J. TEGTMEYER, C. P. A., Secretary
318-328 McCormick Building, Chicago

WALTON SCHOOL OF COMMERCE
318-328 McCormick Building, Chicago
Without obligation on my part, please send me a copy of “The Walton Way to
and suggestions as to what you can do to help me advance in the business world.

a

Better Day,’’

Name..........................................................................
Correspondence Instruction
Resident Day Classes

□ Resident Evening Classes

Occupation.......................................... Age..................
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Throw the
Light ofSafety
on your
Business

“KNOWLEDGE is power” and in
knowledge there is safety. The
business man who knows his total
daily sales, expenses, and gross and net
profits; who knows these totals for the
week, the month, and the year, and
who knows how they compare with
other days, other months, and other
years, possesses the knowledge which
means both power and safety.
The Remington Bookkeeping Ma
chine has made this complete knowl
edge possible for every business house.
It furnishes the figures from which you
can obtain a daily business report on
every one of these vital subjects.
This report is like a great searchlight
which banishes doubt and insures cer
tainty; which illumines the dark cor
ners of every business problem.
Users of the Remington Bookkeep
ing Machine find that time, cost and
labor saving go hand in hand with this
great service. This machine is incom
parable for its efficiency, accuracy, and
the complete service that it renders.
It simplifies every bookkeeping task,
saves time by combining several opera
tions in one, and always does a com
plete job, which calls for no supple
mentary work or calculations. Simple,
strong, durable, easy to learn and to
operate.
A demonstration, on your own work,
will be convincing. A card or phone
call to us or our nearest office will
bring a demonstration at any time,
with no obligation on your part.

Remington Typewriter Go.
Bookkeeping Machine Dept.

374 Broadway, N. Y.
Branches
Everywhere

Model
Remington
BookkeepingMachine
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Advance Announcement of

The Income Tax Manual for Accountants
Robert H. Montgomery’s

Income Tax Procedure 1927
HE trustworthy book for accountants on all income tax problems.
It is the personal work of an accountant and lawyer who is widely
recognized as an outstanding authority.

T

Gives the information needed to prepare, safeguard, and defend the
most complicated return. Interprets the law and official rulings into
plain, positive, easily followed statements of rights and procedure.
Designed for use all through the year.
This 11th annual edition embodies all the merits that have made
this manual so widely used by accountants in previous years, plus a
number of important improvements.

It includes vital new material — the new 1926 law and Treasury
regulations; Treasury rulings, Court and Board of Tax Appeals
decisions handed down in the past year.

Ready
December 31st
Price to be
Announced

Procedure before the Treasury Department, the Board of Tax
Appeals, and the Federal Courts is for convenience in use brought
together in a separate volume. Mr. Montgomery is thoroughly
acquainted with the accounting as well as the legal aspects involved,
having practiced extensively before these bodies.
Every possible elimination has been made to make the statements of
counsel and procedure as clear and concise as may be, yet embody
all necessary facts. The easiest of all tax publications
from which to get a final answer.

Complete in Two Volumes
I. Procedure in preparing returns —
individual, corporate, fiduciary —
under the new 1926 law. Inter
pretative counsel on Treasury
regulations and rulings, Court and
Board of Tax Appeals decisions to
date, with positive recommenda
tions and protective suggestions on
doubtful points. Comparative and
explanatory notes on the 1924 and
prior laws as required. Meets every
accounting and legal requirement.
II. Procedure before the Treasury,
Board of Tax Appeals, and the
Federal Courts. Hearings on dis
puted returns before the revenue
agent and before the Treasury
Department. Papers, specimens of
forms required, and type of evi
dence necessary if case is carried to
Board of Tax Appeals — a full
non-technical description, of the
highest importance to accountants,
of the very technical procedure
before this body. Covers also
appeals to the Federal Courts from
Tax Board decisions and in claims
for refunds.

“No other tax publication
replaces Montgomery’s”

PLACE YOUR Order Now—The manual will be ready
December 31st in ample time for your work on 1926
returns. Orders placed now will naturally be the first
ones to be filled. Your letter or the reservation form
below will insure delivery promptly upon publication.

The Ronald Press Company
Publishers: 15 East 26th St., New York, N. Y.
— — — — — —RESERVATION ORDER —.....—

—

The Ronald Press Company, 15 East 26th Street, New York, N. Y.
Send me postpaid immediately on publication Montgomery's Income Tax
Procedure — 1927. Within five days after its receipt I will remit the price
as per invoice. Or, if the manual is not satisfactory, I will return it to you.
(Please print)

71M112

Firm................................................................... Position.............................................

Business Address.. .......................................................................................................
City.................................................................... State..................................................

Signature...............................................................................
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ACCOUNTANCY
Something new that will interest you
QUICK

*

PRACTICAL

COMPLETE

Circulating Study Service
“RENT AS YOU READ”
Originated by
THEO. KOEHLER, C. P. A. (N. Y.)
For over 25 years Conductor of the N. Y. School of Accounts ,
If you are an accountant, or a bookkeeper, or your work
has in any way to do with accounts or accountancy, you will
be interested in this new feature which we are putting
before you.
Because through its agency, and with the payment of just
One Dollar per month, you can become possessed of a work
ing fund of practical ideas and information which will have
the power of doubtless reshaping your whole career.
After a month's trial you yourself will be convinced of
the unthought power for progress and promotion which lies
behind this business-inspiring work; and, at the end of
twelve months which completes the whole series, the mar
velous results and benefits to you will be convincingly
apparent.
Enhanced earning power, business advancement, prepara
tion for the C. P. A. Examinations, — all these fall within
the grasp of this unprecedented work.
It costs you only
$1.00 monthly; 12 months to complete.

Every Accountant’s Library
Should contain the following Exhibits, each one
an invaluable aid and reference for Accountants
engaged in System Installation Work.
Each volume is substantially bound and contains
full accounting procedure, Chart of Accounts and
actual samples, (not illustrations or sketches) of
all forms required for installation of system
described.
Each one represents years of research work, and
embraces ideas and methods, all tested and
proven by leading concerns in the line of busi
ness under discussion.

Hadley’s Pathfinder System for
Hotels and Clubs..................................... (Size 11x14) $ 6.50
Automobile Dealers................................. “
“
5.00
Laundries ................................................ “
“
5.00
Contractors and Builders........................ “
“
5.00
Plumbers and Electrical Contractors... “
“
5.00
Finance Companies ................................. “
“
3.00
Truck Cost Accounting............................ “
“
3.00
Trust Dept. Accounting.......................... “
10.00
Realtors and Subdividers........................ “
“
2.00
Wholesale and Retail Merchants........... " 11x11
3.00
Insurance Agencies ................................. “
“
3.00
Personal Accounting............................... "
7x11
2.00

Any of the above Exhibits will be shipped PRE
PAID upon receipt of price shown, subject to
refund if desired, upon return in good condition
within 15 days from receipt. ORDER TODAY.

TRY ONE MONTH TO CONVINCE YOURSELF
For particulars, write, phone^or call

Charles R. Hadley Company

N. Y. SCHOOL OF ACCOUNTS

330 No. Los Angeles St. Los Angeles, California

1135 Broadway, New York

--------- pathfinders---------IN

LOOSELEAF

SYSTEMS

EXAMINATION QUESTIONS
HE questions set by the American Institute of Accountants for examina
tion of applicants to the Institute are employed by a majority of the States
and Territories of the United States in their Certified Public Accountant ex
aminations.
Every student has, therefore, a direct interest in the form and substance of
these tests and should familiarize himself with the questions and problems of
past examinations.
The Institute Board of Examiners does not publish any officialanswers, but
the text of all examinations in accounting, auditing and law from June, 1917, to
May, 1924, inclusive, is available in book form. The volume is well indexed
and cloth bound.

T

TWO DOLLARS A COPY
After each examination the questions are published in pamphlet form
at ten cents a set which with the bound volume will constitute a complete
record of examinations from the beginning of the Institute to date.

AMERICAN INSTITUTE OF ACCOUNTANTS
135 Cedar Street, New York, N. Y.
When writing to advertisers kindly mention The Journal
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DUTIES OF THE JUNIOR
ACCOUNTANT
By W. B. REYNOLDS and F. W. THORNTON
7x5 inches; 107 pages
PUBLISHED UNDER THE ENDOWMENT FUND OF
THE AMERICAN INSTITUTE OF

ACCOUNTANTS

This work tells what is expected of the
beginner and of the more experienced
junior accountant. It is an aid to learn
ing what to do and how to do it.
A fund of advice and suggestion is
afforded the reader on:
Keeping auditor’s records.
Beginning work on assignments.
Verification of bank balances, cash on
hand, etc.
Checking footings.
Vouching entries.
Checking accounts carried in foreign
currency.
Verification of securities.
Taking trial balances.
Vouching capital assets and additions
thereto.
Liabilities not taken up.
Exhibits.
Conduct in clients’ offices.
Utilizing waiting time.
(Jure of papers.
Care of clients’ books and records.
Matter to be included in reports.
First published in book form in Feb
ruary, 1918, this book’s popularity has
been consistently maintained. It is now
in the fourth printing.

Price, in Cloth Board Binding, $1.00
THE AMERICAN INSTITUTE OF
ACCOUNTANTS
135 Cedar Street

New York

Will You Let Us Send it
to You for 5 Days’
FREE Examination?
SEND
Just off the press, this book, Basic Accounting
NO
by George E. Bennett, A.B., LL.M., C.P.A.,
MONEY Professor of Accounting at Syracuse University.

TO TEACHERS OF ACCOUNTING
BASIC ACCOUNTING should be studied by every am
bitious teacher of accounting in high schools and private com
mercial schools. It teaches the accounting foundation of book
keeping; construction of accounts and books of entry; evaluation
of accounts and accounting procedure; the arithmetic of ac
counts, interest and discount, sinking funds and investments,
equation of accounts, partnership settlements, etc., etc.

TO THE ACCOUNTING PROFESSION
For the accountant and the accounting library, there is every
need for Professor Bennett’s latest and best work, BASIC AC
COUNTING.
The book reveals the ways of the trickster, charlatan and
quack. It is illustrated. The standard forms presented make
it useful as a manual. THE C. P. A. AND A. I. A. PROB
LEMS PRESENTED MAKE IT OF IMMEDIATE INTER
EST TO THE PROFESSION. As a whole, it presents an
effective tie-up of accounting, law and economics in their rela
tion to managerial control.

FOR SCHOOLS
BASIC ACCOUNTING is a text for College and University
schools of Commerce, Extension and Correspondence Schools,
Y. M. C. A. and K. of C. Schools and Private Commercial
Schools offering courses in accounting.
BASIC ACCOUNTING will show you accounting principles
and practices that may be new to you. It is teachable. Each
of the 22 chapters is supplemented by 10 questions and 4 prob
lems (280 questions and 112 problems in all) taken largely from
C. P. A. and A. I A. examinations. Each subject is discussed
in its entirety, showing the connection of associated topics and
the cause-and-effect relations of the entries for a transaction
from its inception to its final conclusion in the financial state
ment.
We could write much regarding the author and his latest
book. However, the book itself is Its own best salesman. So
firmly convinced are we of this, that we will send a copy of
BASIC ACCOUNTING without payment in advance so that
you may examine it at your leisure. Simply fill in the coupon
below and the book will be forwarded promptly — without ob
ligation to buy.

THE GREGG PUBLISHING COMPANY
20 West 47th Street
New York
- - - — —Free 5 Day Examination Coupon- - — — — —

Gregg Publishing Co., 20 West 47th St., New York.
. Gentlemen: Please send me a copy of BASIC ACCOUNT
ING for five days’ free examination. At the end of that
time Ishall either return the book or send $5.00.

Name............................................................................................
Address......................................................

City..................................................... State..................................
___________________________________ J. A 11-26____________
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EVERY ACCOUNTANT
AND STUDENT OF ACCOUNTING
will find in

AUDIT
WORKING PAPERS
By

J. Hugh Jackson

an authoritative text on one of the

most important phases of accountancy

This book, published by the American Institute of Accountants
Foundation, is generally recognized as a guide to the best practice,
and its use by schools and by the profession generally is indis
putable proof of the value of the work. In addition to 200 pages
of text there are 100 working schedules reproduced in facsimile.

Carl H. Nau, former president of the American Insti
tute of Accountants, says: “It should be read and
studied by every student who is preparing himself to
enter the public practice of accountancy or auditing."

Price

$5

copy

American Institute of Accountants Foundation
135 Cedar Street, New York, N. Y.

When writing to advertisers kindly mention The Journal
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INTRODUCTION TO
ACTUARIAL SCIENCE
By H. A. FINNEY

Published under the Endowment Fund of
the American Institute of Accountants
A WORK that every accountant and
student of accountancy should possess
and study.

BECAUSE of the desire of many ac
countants and students for informa
tion on this subject, Mr. Finney, edi
tor of the Student’s Department of
The Journal of Accountancy, has
written this book consisting of 101
pages, 5x7 inches, printed in large
type and bound in cloth.

VII

Study
for
Fall
C.P.A.
Exams.
Second Edition—January, 1926

C.P.A. ACCOUNTING
Theory, Auditing and Problems
by

George Hillis Newlove, Ph.D., C.P.A.
Associate Professor, Johns Hopkins University
A three-volume digest of problems and
questions given in 607 C. P. A. examinations
by accountancy boards in 48 states; the
June, 1925, papers are included.

THE TEXT of “Introduction to
Actuarial Science” consists of articles
which appeared in The Journal of
Accountancy and solutions of all
problems in actuarial science contained
in the examinations of the American
Institute of Accountants up to and
including May, 1920.

Volumes I and II
Contain 264 problems and 3,894 questions,
classified in related groups, with lectures au
thenticated by 7,579 specific page references to
recognized accounting authorities.

INTEREST, single investments, an
nuities, leasehold premiums, bonds and
depreciation are discussed in a clear
and concise manner.

A Golden Opportunity
There is no “royal road” to a C. P. A. degree.
Success comes only with thorough knowledge of
subjects covered and sufficient practice to en
sure the required speed and accuracy.
This set is almost indispensable to C. P. A.
candidates as it combines C. P. A. theory and
auditing questions with authenticated lectures,
and classified C. P. A. problems with solutions
and time allowances.

THIS WORK should appeal not only
to the accountant but to many busi
ness men.

Price $1.50 delivered in the
United States of America

AMERICAN INSTITUTE OF
ACCOUNTANTS
135 Cedar Street

New York

Volume III
Part I solves problems in Volume I; Part II
problems in Volume II. Bound separately or
together. Time allowances are given so prob
lems may be solved under C. P. A. conditions.

FREE EXAMINATION COUPON
THE WHITE PRESS COMPANY, INC.,
Departmental Bank Bldg., Washington, D. C.
You may send me on five days’ approval the books
checked.
□ Complete Set (Three Volumes, 1,139 pages). $15.00
□ Volume I and Solutions, $7.50
□ Volume II and Solutions, $7.50
I agree to pay for the books or return them postpaid within
five days of receipt.

Signed.
Street.
City..........................................
Write for Catalog of Accounting Books
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Nine o'clock in the morning.
Your client with ElliottFisher machines can have
before him a barometer of
his business, up to the even
ing of the previous day —,
and know that the figures
are correct.

Between Audits
does your client have
“Safety in numbers"?
With Elliott-Fisher your client can have
a complete report of sales, purchases, in
ventories, costs to date, on his desk at
nine every morning. More important, he
can know that the figures are correct —
that he has safety in numbers — because
Elliott-Fisher catches mistakes the mo
ment they are made.
Clients who can profit from ElliottFisher will thank you for telling them
about it. We have prepared a number of
interesting booklets on machine account
ing. They tell how Elliott-Fisher machines
are being used in different branches of
industry. We shall be glad to send you
these booklets for your files if you will
write us.

T’S a long time between audits — your
client has daily decisions to make.
A sudden drop in sales — a growing
inventory — an active competitor — these
are typical things about which your client
worries every day. To make intelligent
decisions he needs figures on sales, inven
tories, and costs — each day — figures that
he can bank on.
There is a way in which your client can
have each day all the vital facts about his
business — have them within twenty-four
hours — and know they are correct. It is
a method used more and more by business
executives as the basis of decisions between
audits. It is the use of Elliott-Fisher ma
chines to furnish daily, accurate information.

I

Service and Supplies are second only in importance to machines.

You can depend absolutely on E-F Service and EFCO Supplies

Elliott-Fisher Company, 342 Madison Avenue, New York

Elliott - Fisher
ACCOUNTING

MACHINES

with the

FLAT WRITING
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President Lowell of Harvard
says —
“The Case System of business
training is deemed the best
preparation for business life”
This method was se
lected by Harvard
School of Business Ad
ministration only after
thorough consideration.
Many other leading uni
versities now use the
“Case System” particu
larly in accounting.
Accountants are not
often called upon to
change a going business
to fit memorized theo
ries. They must be
trained to analyze and
solve varied actual cases.
Special reports on ac
counting and business
training for individual
needs, are now available
without charge. You will
find them interesting
and valuable. If your let
ter-head is not handy,
please use the coupon.

In correspondence instruction the “Case System”
is still exclusive with Vannais training. This
successful individual training at home is practical.
It soon becomes helpful in actual business.

The Vannais Institute

of

Commerce, Inc.

30 Asylum Street, Hartford, Connecticut
VANNAIS INSTITUTE OF COMMERCE
30 Asylum Street, Hartford, Conn.
Please send me your report on

JN

VANNAIS INSTITUTE OF COMMERCE
30 Asylum Street, Hartford, Conn.
Please send me your report on

JN

APPLIED ACCOUNTANCY

C. P. A. PREPARATION

for Executives □ Accountants □ Bookkeepers □

for State and Institute Examinations

Name...............................................................................................

Examination Contemplated......................................................

Address............................................................................................

Name................................................................................................

Business position..........................................................................

Address............................................................................................

Experience......................................................................................

Business position....................................
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$100
Delivered in U. S. A.
In Canada $115.00
Easy terms if desired

YOU
Can Carry It Anywhere
Think of this small Burroughs Portable —
weighing only 19 lbs. — in its own carry
ing case ready to go with you anywhere —
on any job. What can be handier for the
auditor or for the accountant handling
the books of several concerns.
And what the Portable gains in porta
bility it retains in performance. The
Portable has full standard visible key
board, 8-column capacity. It adds up to
$1,000,000.00 and has the speed advantage
of one-hand control.

The Burroughs Portable is built by Bur
roughs from the finest materials — built

to last. It carries Burroughs guarantees.
Behind it is Burroughs nation-wide service.
In less than a year over 35,000 Portables
have been sold and are in use. They are
proving acceptable to big business, to
professional men and to the small retailer.
They have earned the good-will and ap
proval of accountants everywhere.
Dollar for dollar and feature for feature
the Portable is the best value in mechani
cal figuring equipment ever offered to the
accountant and the public.
BURROUGHS ADDING MACHINE CO.
6578 Second Boulevard, Detroit, Michigan

Burroughs
Portable
When writing to advertisers kindly mention The Journal of Accountancy
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Corporate Publicity and the Auditor *
By George O. May
My presence here tonight is a direct result of the publication by
Professor Ripley of his article in the September Atlantic Monthly
on the subject of publicity of corporation accounts.
Soon after that article appeared I wrote to a leading New York
newspaper, drawing attention to certain inaccuracies in it and
suggesting that it did not constitute an altogether fair presenta
tion of the situation which exists today. Your committee then
invited me to speak at this meeting, and as the regular business
programme was filled they suggested that I might take this oc
casion to make a few remarks on the subject of publicity of ac
counts from the standpoint of directors and auditors.
I do not propose to discuss Professor Ripley’s article in detail.
I dissent from him on some of his facts and on some of his argu
ments, and I entirely disagree with his suggestion as to the rô1e
which should be played by the federal trade commission. But I
do not wish tonight to discuss these disagreements; I would rather
express my gratification at the success with which he has at
tracted the attention of the public to the subject, and consider
what we, as accountants, can do to bring about that improvement
in the information furnished to stockholders and potential stock
holders of corporations for which his article is a plea. No doubt
the primary responsibility for furnishing the stockholders ade
quate information rests on the directors, but the auditor ought to
use his best efforts to ensure that the directors publish accounts
which conform to the highest established standards and to be able
to advise directors what these standards are.
I am not sure that auditors have done their full duty in this
respect in the past. To some extent this may have been due to
the limitations of their authority and the rather precarious tenure
of their appointments. I think the time has come when auditors
*Address delivered at the annual banquet of the American Institute of Accountants, Atlantic
City, New Jersey, September 22,1926.
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should assume larger responsibilities, and their position be more
clearly defined.
The practice of having independent audits has become so
general that it is no longer necessary to demonstrate its value.
In discussing the subject, therefore, we are now free from any
imputation that we are crying up our own wares.
After undertaking to speak tonight I caused an examination to
be made to ascertain what percentage of the companies whose
stocks were dealt in on a given day on the New York stock ex
change had their accounts audited annually, and I was myself
surprised to find that in the case of industrial companies the
practice had become almost universal; certainly over 90 per cent.
of all the industrial companies on the list were audited.
In these circumstances it seems to me that the extension of the
independent audit, accompanied by a clearer definition of the
authority and responsibility of the auditors, is one of the most
valuable remedies to be found for the defects of which Professor
Ripley complains; and I think the Institute should consider very
seriously, and invite the cooperation of other bodies in consider
ing, what are the proper responsibilities of auditors and what can
be done to hold them to such responsibilities and to put them in a
position to assume all the responsibilities which they ought to
assume.
In England, to which country Professor Ripley pointed, the
situation is now fairly clearly defined by statute. I recognize, of
course, that owing to the fact that incorporation is a state ques
tion it is not readily possible here to define audit standards by
legislation, but a reference to the English statutes may at least be
helpful as suggesting the objectives at which we ought to aim.
Under the English law the independent audit has for many
years been compulsory, and the auditors share with the directors
the responsibility for the accounts as published.
Auditors have been held liable for damages, and have even been
subjected to criminal prosecution, for participation in the issue of
false accounts. As a necessary corollary they have been given
adequate powers. The language of the English companies’ act is
simple:
“ Every auditor of a company shall have a right of access at all times to
the books and accounts and vouchers of the company, and shall be en
titled to require from the directors and officers of the company such in
formation and explanation as may be necessary for the performance of the
duties of the auditors.”
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The following clause provides that the auditors shall make a
report to the shareholders on every balance-sheet laid before a
shareholders’ meeting during their term of office and shall state
whether or not they have obtained all the information and expla
nations they have required and whether the balance-sheet is
properly drawn up so as to exhibit a true and correct view of the
state of the company’s affairs. It is made a misdemeanor to
circulate a balance-sheet which has not been audited or which
does not bear a copy of the auditor’s report or a sufficient reference
thereto.
Finally, the position of the auditor is strengthened by a pro
vision that no auditor other than the retiring auditor shall be
eligible for election at an annual meeting of shareholders unless
due notice has been given in advance of the intention to nominate
a new auditor, and this notice must be given to every shareholder
and also to the retiring auditor. If, therefore, directors are dis
posed to seek new auditors because of differences of opinion with
the existing auditors, ample opportunity is afforded for the share
holders to become informed of the merits of the case and act
accordingly.
A government committee which recently reviewed the English
company law in the light of developments during the last twenty
years felt able to report:
“We are of the opinion that in general the law as it stands with regard
to the powers and duties of auditors is satisfactory.”

and also:
“Cases in which auditors fall below the level of their duty are few and
far between.”

Now, while it is doubtless impracticable to bring about through
legislation in this country a development similar to that which
has proved so satisfactory in England, I see no reason why this
should not be done in a large measure through the cooperation of
such bodies as the leading stock exchanges, the investment bank
ers and the commercial banks which grant credit, and I suggest
that the Institute should endeavor to bring about cooperation to
this end. Every member of the Institute, I believe, appreciates
the value to its membership, to the banks and to the business of
the country, of the cooperation with bankers in regard to credit
statements which has been developed in recent years. I think
the Institute should seek to extend such cooperation to the field
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with which Professor Ripley’s article deals. The New York
stock exchange, for instance, could readily bring about through
its listing agreements a situation as respects companies listed on
its exchange similar to that which exists in England. In recent
years the stock exchange has given various indications that it
attaches constantly greater importance to the work of accountants
and it has also shown a disposition to examine sympathetically
any proposal which may tend to protect those who deal in the
securities which it lists. It would, I think, therefore be receptive
to a suggestion such as I have put forward.
As I have said, the accounts of a very large proportion of the
industrial companies whose stocks are listed (and I limit for the
present the suggestion to industrial companies and exclude rail
ways, public utilities and other companies which are under some
form of public supervision) are now audited; the public would
welcome a clearer definition of the significance of such audits and
of the responsibilities of auditors. Such clearer definition,
though it might increase the accountant’s obligation, would also
in the long run be of advantage to the members of the profession
and give them enhanced importance in the business world, just as
it has done in England.
By similar coöperation, standards might be established for
balance-sheets and income accounts which would be welcomed by
many corporation executives and accountants who desire to be
guided by the best practice, if they can be assured what that
practice is.
As regards balance-sheets, the essential points are fairly well
established and observed by the leading companies. A clear
statement of the way in which the capital assets are valued is one
requirement of an adequate disclosure which is not now generally
observed, and there might be some discussion as to the form of
statement of surplus. The object should be so to state the sur
plus as to indicate what part of it is legally available for dividend
distributions and what part is not so available; but in the present
state of the law, particularly in the case of companies with stock of
no par value, this is not always easy, and it is impossible to lay
down hard and fast rules.
The practice in regard to the income account is not so well es
tablished, and there is probably room for more difference of
opinion as to what would constitute a proper disclosure. The
difficulties arise largely from two facts which are not at all times
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adequately appreciated. The first is, that the significance of an
income account is two-fold: it shows what amounts have been
earned and are available for distribution in dividends if the direc
tors see fit to make the distribution. The income account of the
past is also in a measure a guide to the expectations of income in
the future. In many cases this second use is the more important
because it is the reasonable expectation of yield in the future
which determines the value of any property today. This eco
nomic truism, which incidentally makes much of the discussion of
the values of capital assets from the standpoint of reproduction
cost irrelevant and meaningless, should never be lost sight of or
obscured.
The second difficulty is that the attribution of income to par
ticular periods of time is at best in a large measure arbitrary and
based on conventions. While we accountants recognize this fact
more fully the longer we practise, it is by no means properly ap
preciated by the general public, and far too much significance is
commonly attached to the figure of income for a particular year or
other period.
Bearing in mind these two points, it seems to me that fairness in
the presentation of an income account is even more important
than fulness. Much of the information that is contained in
more elaborate reports is no doubt interesting to stockholders and
appeals to their sense of proprietorship, but is of little practical
value to them. The vitally important requirements are that, if
the profits of the year include extraordinary or extraneous profits
which render the figures useless as a guide to earning capacity,
these should be clearly disclosed; and, second, that where the ac
counts are based on any conventions other than those commonly
accepted, that fact should also be clearly disclosed. I have in
mind such departures from accepted convention as the valuing of
inventories on a basis other than cost or market, or the failure to
provide for depreciation or depletion. Probably discussion would
arise as to whether the amount of depreciation provided should be
shown separately; probably on the whole it should, although the
precise amount set aside for depreciation or the amount expended
for maintenance is of less real significance to a stockholder
than the statement of a competent and disinterested person
who is familiar with the details of the business that the amount
provided or expended is in his judgment adequate for the
purpose.
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Undoubtedly there would be differences of opinion on the ques
tion whether gross sales should be disclosed. Viewing the matter
solely from the standpoint of the stockholder it seems to me this is
a question of expediency. Where the percentage of gross profit is
high, the profit is apt to be regarded as unreasonable, although in
judging its reasonableness many factors besides the percentage it
bears to sales ought really to be taken into account. A packing
company which can earn a fair return on its investment with a
relatively small percentage of profit on a large turnover can very
well afford to publish its sales and to point to the small percentage
of profits with an expression of surprise at its own moderation.
On the other hand, an agricultural-implement company with a
large investment and a relatively small turnover might be merely
inviting ill-informed criticism by a similar disclosure.
Undoubtedly many of the objections to fuller disclosure are
based on unsubstantial grounds and would be cleared up by frank
discussion. Many corporations, as Professor Ripley points out,
disclose in their listing applications information which they do
not give in their reports to their stockholders.
I have been able to touch only briefly tonight on some of the
important phases of the question of publicity of corporation ac
counts; my main purpose is to urge that cooperation between in
terested bodies should do much to improve the existing situation
and that the American Institute of Accountants might well take
the initiative in an effort to bring about such cooperation. I
think the Institute has reason to be proud of its accomplishments
in the single decade of its existence, but I believe that there is
here a field in which the Institute could do still greater service and
in doing so could help its members to render a higher service to
the community.
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The Accountant and the Real-estate Developer
By Walter Mucklow
During the recent past, business in Florida real estate has been
so active that the ribald and the profane regard it and speak of
it as a “boom,” rather than as the natural and proper reward of
undoubted merit. Whichever it may be, it has drawn the
accountant and the developer into closer contact—a contact
which in some cases has been similar to that of oil on a heated
bearing, resulting in smooth running; while, in other cases, the
contact has been more like that of flint on steel and resultant
sparks have been made to fly. It is proposed briefly to discuss
some of the more important points of contact and some of the
difficulties which have been encountered in what is generally
known as subdivision or development accounting.
Let us first consider the functions of an accountant, the char
acter of his reports and the nature of his budgets.
The first function of an accountant is to cooperate.
Inasmuch as profits are dependent upon sales and sales upon
the sales manager, that officer frequently temporarily obtains an
undue influence and is allowed to dictate procedure, a course
often resulting in the adoption of records which do not record—
or do not fully and accurately record—the transactions which
have occurred. They miss the mark as widely as might the
efforts of an accountant to conduct a sales campaign.
As a matter of fact, final success can only be secured by
coöperation among, and by preliminary discussion between, the
various interests which are involved and which may be described
as the owner, the lawyer, the engineer, the sales manager, the
accountant and the collector.
These persons should bring all their plans to a series of meet
ings and a fixed routine should be sketched, discussed and, when
finally approved, written in the form of a manual dealing with
each department, but especially with the engineer’s costs, the
salesman’s routine, the accountant’s methods and the plans for
collection.
The abilities and the functions of a salesman differ so widely
from those of an accountant that they are seldom combined in
one person. The salesman is likely to grumble at the red tape
of the accountant, who retaliates by complaining of the inac
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curacies and inadequacies of the sales reports and the frequency
with which salesmen violate the rules which have been laid down.
Much of this can be avoided by explaining the reason for those
rules and by helping salesmen to understand them. Such as
sistance has been given with such success that a sales manager,
instead of regarding the accountant as a hindrance, has adver
tised him to be a “life saver.”
The accountant should aim for simplicity. It is important
that the accounts should be as simple as is possible. This means
that the rules as to terms of sale, commissions, forms of security
and so forth should be as uniform as circumstances will allow.
Selling is of primary importance, for without sales there will be
no profits to account for, and the accountant must be careful not
to tie the hands of the salesman. However, it must also be
remembered that the sale is only the initial movement and that
final success depends upon collections which are conducted by a
branch of the accounting department and which call for abilities
differing from, but fully equal to, those required for selling.
Therefore, the entire subject should be thoroughly discussed
in advance by all departments, and the resulting rules should be
as simple as the requirements will permit and deviated from as
seldom as possible.
accountants’ reports

The contents and preparation of accountants’ reports are
matters beyond the scope of this article, but it is desired to
emphasize the importance of making them human documents.
Some reports consist merely of a collection of statements without
comment or explanation, while some contain elaborate technical
discussions which can only be fully understood by one trained in
accounts. It should be remembered that many of the most able
of those engaged in the development business have no such train
ing and that the average layman is as much bewildered by such
technicalities as is a patient who hears his disease described in
medical terms by a consultant to his colleague.
Whatever the report may contain, it should include a com
paratively brief story setting forth the main facts and require
ments in such language as may be understood by the man on the
street. This subject has recently been well treated in The
Journal of Accountancy by George Armistead.* Perhaps the
* Auditing Counties in Texas, by George Armistead, The Journal of Accountancy, July
and August, 1926.
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main difficulty with reports in these days when examinations call
for considerable technical knowledge is the fact that so little
attention is given to literary training and that many accountants
have no knowledge of any language but their own; they suffer
from the hallucination that long words are better than short
ones; they prefer “parvum in multo” to “multum in parvo.”
Strength and clarity are usually obtained by the use of short
paragraphs, short sentences and short words.
BUDGETS

In no business is there a greater need for carefully prepared
monthly budgets, showing the requirements for the current
month and for the succeeding months, than in real-estate devel
opment. In large work this must be prepared jointly by the
financial manager, the engineers or the contractors, and the
accountant.
Usually the principal receipts consist of collections on sales
already made and on new sales. The disbursements should
include:
Administrative expenses
Selling expenses
Engineering expenses
Construction expenses
Miscellaneous expenses
Borrowed money payable
Purchase money payable
We now come to some of the difficulties peculiar to this work,
which may be divided into three classes and, if arranged in the
inverse order of their frequency, may be described as problems
related to:

I. The theory of accountancy
II. The enormous mass of detail which frequently occurs,
and
III. The laws and regulations related to the income tax.
These may also be described, respectively, as intellectual,
mechanical and promiscuous.
I. DIFFICULTIES RELATED TO THE THEORY OF ACCOUNTANCY

The difficulties in the first class are the least in number and,
perhaps, are the easiest to deal with, as the complications which
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sometimes arise should not be found difficult to cope with by one
who is familiar with the recognized principles of accounting.
Formerly, one of the commonest difficulties arose from the
desire of officers to anticipate unrealized profits in order to render
an attractive annual report. However, this was curbed by the
desire of stockholders to realize immediately these profits in the
shape of dividends and it has now been scotched by the imposi
tion of an income tax which leads officers and stockholders alike to
defer profits and the resultant payment of tax for as long as
possible.
The principles laid down in the federal reserve bulletin on
approved methods for the preparation of balance-sheet state
ments—originally drawn by members of the Institute—are appli
cable to any business involving real estate, and there are only a
few items which are not dealt with therein. Some of the chief of
these are:
1. The price at which land is to be shown on the balancesheet.
2. The establishment of reserves for profits not yet realized.
3. The treatment of prepaid expenses and deferred charges.
4. Contingent liabilities.
5. The method of dealing with sales which have been can
celed.
1. Cost of property. It is axiomatic to say that land and
buildings should be shown separately and at cost, although, in
the case of a corporation, the cost may be represented by capital
stock to an amount far in excess of the actual cost to the vendors,
a condition which may result in two sets of profits, one to the
corporation on the sale of the land and a second to the original
vendor on the sale of his capital stock. In any event, this cost
may properly include the price paid for the property, legal ex
penses incurred by the purchase and all expenditures for improve
ments.
Frequently, the improvements to the property are not com
pleted when the corporation is organized—perhaps they are not
even commenced. In such cases there should be obtained the
most careful estimates possible, setting forth in detail—in great
detail—the improvements to be made and the cost of each item
thereof. The total may be added to the other items of cost and
the sum set up as a credit account, such as reserve for improve
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ments, to which all expenditures on account of these improve
ments may be charged.
If for any reason the real estate be shown at an appraised
valuation in excess of the cost, the difference between the cost
and the appraisal should be carried to a special account, such as
surplus from re-appraisal, and not into a profit-and-loss or sur
plus account from which dividends may be declared. This
particular surplus account is charged from time to time as sales
are made with its proportion of the sales prices obtained. This
point is further discussed later in this article with relation to the
income tax.
2. Reserves for unrealized profits. Now that everything from
motor cars to memory systems and millinery can be bought on
the instalment plan, there are comparatively few real-estate
offices which have escaped the infection. As a result, it is essen
tial that the paper or book profits be divided into those actually *
received and those which it is hoped may be received in the future.
This entails the establishment of some account in the nature
of a reserve for unrealized profits to which may be credited those
profits which have not been received in cash or its equivalent,
but are represented merely by some form of promise to pay—a
matter considered later in the discussion of income-tax require
ments.
It is essential that the bookkeeper have a clear idea of what is
meant by realized profits and unrealized profits, and it has been
found that this can be effected by regarding the profits from all
sales other than sales for cash as involving some unrealized profit.
Let us consider a sale of $10,000, yielding a profit of $6,000: we
credit unrealized profits with $6,000. If the sale be on the instal
ment plan, we shall then transfer periodically to realized profits
60 per cent. of the amount by which the principal has been reduced.
If the sale be on the deferred-payment plan, no profit exists
until the cost of the property to the vendor has been received in
some form; once that amount is received, all subsequent receipts
(or in the case of instalment sales, portions thereof) are debited
to unrealized profits and credited to realized profits. Difficulties
occur with relation to the value of securities received by a vendor,
as appraised by the treasury department, and will be discussed
at some length.
3. Prepaid expenses and deferred charges. One is frequently
asked about the two accounts, prepaid expenses and deferred
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charges, although the treatment is identical with that followed
in other businesses. The chief items of prepaid expenses are
improvements (which have already been touched on), taxes,
insurance, interest, improvements on leasehold property and the
like.
These all represent expenditures which have already been
made but which have some cash value, or for which the con
cern has yet to receive the full benefit. A clear distinction should
be drawn between this class of item and those which are deferred
charges, such as unamortized bond discount, for which the bene
fits have already been received but the expense of which it is
desired to spread over a period of years.
4. Contingent liabilities. The difficulty arising with respect
to contingent liabilities is not to cook the hare, but to catch it.
In times of phenomenal activity property may change hands
many times between the date of the agreement to sell, made with
the original owner, and the time of delivery of a deed to the pur
chaser who intends to develop or improve the property. Each
of these transfers is at an advanced price and many of them
involve the assumption by the purchaser of existing mortgages.
For example, property owned by A is sold to B, who assumes a
mortgage and sells to C, and these operations are repeated until
F buys it. In such circumstances, A, B, C, D and E consider
themselves free of the liability under the mortgage, yet if F fails
to meet the obligation it falls on E and may, quite conceivably,
finally come back on A.
The situation is further complicated when one of the pur
chasers is a syndicate, or partnership, the members of which are
jointly and severally liable. In such circumstances, it is some
times impossible to make a definite statement as to the amount
of the contingent liabilities, but this affords no excuse for disre
garding them or for failing to make mention of them in a report.
In times of feverish activity the desire to purchase becomes so
strong as almost to justify the statement that mere mortgages
are not seriously considered and that, provided the cash pay
ment be small enough, a purchaser will assume any mortgage
rather than miss the opportunity to buy land which he is con
fident he can quickly sell at a profit. If, as has happened in
thousands of cases, the purchaser has not time even to look at
the land, how can he be expected to pay much attention to the
existence of mere mortgages?
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In such circumstances, the liabilities encountered with relation
to real estate may be divided into three classes: (a) legal,
(b) moral and (c) immoral. The first consists of those liabilities,
either actual or contingent, for which the owner is liable and which
appear on his books. The second class consists of items which
are included in (a) but in which the liability is shared by others
—where the liability is assumed jointly and severally by part
ners—and on which, if things go well, the owner will be called
upon to pay his share only. The third class appertains to the
ultra-optimistic salesman who makes unwarranted or unau
thorized representations; the records of these can be found only
in the books of the recording angel.
5. Cancellations. Even in the best regulated offices cancella
tions are bound to occur which result in the owner repossessing
the property. In such cases good accounting demands that the
property be taken back on the books of the concern at its cost to
that concern, unless there has been undoubted enhancement or
depreciation in the value. Very frequently it involves an adjust
ment of the unrealized profits, so that a usual form of journal
entry is as follows:

1. Real estate (for original cost of the property).
2. Unrealized profits (for the profit unrealized still on the
books).
3. To contracts or mortgages (for the amount remain
ing unpaid).
4. To realized profit (the difference of (1 + 2) —3).
Modifications of this are considered later in a discussion of the
income-tax requirements.
II. DIFFICULTIES ARISING FROM THE MASS OF DETAIL

It is of common occurrence that the disposal of a large subdi
vision results in many thousands of individual sales, for each one
of which an individual record must be maintained to show:

1. A detailed account with each purchaser.
2. The profit on each lot realized in any given period.
3. The commissions paid and to be paid on each sale.
Also, proper provision must be made for:
4. The care of securities.
5. Collection of instalment payments as they mature.
333

The Journal of Accountancy

1. Individual accounts with purchasers. The general practice
is to keep individual accounts with purchasers on loose-leaf or
card ledgers or on loose sheets kept on a bookkeeping machine,
in all cases full particulars of the sale being entered on each ac
count. The selection of the method depends somewhat upon
individual taste, but the writer has found that loose-leaf ledgers,
especially those of the “visible” variety, give the most satisfactory
results where the accounts run into the thousands. They afford
ease in posting, very quick reference and facilities for collection
and follow-up systems which are unequaled.
The bookkeeping machine is invaluable in many offices, notably
in banks and in houses where much detailed billing is required,
involving many additions and extensions. In the opinion of the
writer these conditions do not fully apply to subdivision work,
where one debit entry and one credit entry are required some
times monthly but more frequently quarterly, semi-annually or
annually.
2. Ascertaining realized profits. It is doubtful if the profits
derived during a given period from a group of sales can ever be
accurately determined by any method based on the average
results. In the case of instalment sales or of other deferredpayment sales, there is involved the determination of that portion
of the amount received on each sale which shall be considered as
realized profit.
In normal times it has been customary to regard the security
received by the vendor, whether it be a mortgage note or a con
tract, as being worth par and to have value as collateral security.
The recent rhapsodic realization of realtors’ reveries in Florida
has shown that under abnormal conditions such values do not
exist and that as a matter of fact such securities sometimes are of
a value so doubtful as to be unsaleable and to be unacceptable as
collateral security.
If the number of individual accounts be comparatively small,
the record of realized profits can well be kept in loose-leaf ledgers,
and the form introduced by the writer some fifteen years since
will greatly facilitate the calculation of the realized profit for any
given period. Where the number of accounts runs into the
thousands, the most convenient form of record available is a
columnar record arranged to show all the details pertaining to each
lot, including the cost, the list price, the actual sales price, com
missions, total gross profit, periodic collections and periodic
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profits. The periodic collections are posted in periodic totals from
the individual ledgers, and it is not a tedious task to calculate
the earned profit on each lot, especially if appropriate percentage
tables be prepared. The total earned profit is then obtained by
addition.
While it is advantageous for the owner that his records show
the result of each sale, the income-tax requirements make it
mandatory that they should do so. This appears in all recent
regulations and is confirmed by treasury decision 3921, dated
August 30, 1926, which provides that
"The sale of each lot or parcel will be treated as a separate transaction
and gain or loss computed accordingly”,

that is, in general terms, the difference between the cost and the
sales price.
The cost of the property as a whole is discussed elsewhere;
it is evident that clear records must also be kept in allocating
this total cost to the various lots included in any tract, and one
of the following two methods is usually adopted:
(a) To base the cost per lot on the area or frontage of the
lot
(b) To base the cost on the list sales price.
(a) It is possible to allocate the cost of such work as road
making, water mains, sidewalks, etc., by ascertaining the cost
per running foot, while the cost of such work as grading and filling
can be reduced to the cost per square foot. It is then a simple
matter to apply these figures to each lot. However, care must
be taken to allow for cross streets, parks, etc., which are not
offered for sale.
(b) A preferable plan is usually followed and has been allowed
by the treasury department, as follows: The total cost of a tract
or a unit having been determined, the schedule sales price at a
given date for all the lots therein is ascertained. Then it is
assumed that the cost of any lot bears the same ratio to the total
cost as the selling price of that lot bears to the total selling price,
or
Total sales Sale price of Total Cost of a
price
a given lot
cost given lot
When a large tract has been bought for subdivision, there is
sometimes difficulty in apportioning the price to each lot owing
to the fact that different portions of the tract have different
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values. For example, if the land includes lots which front on
the water, those lots are usually worth more than the back lots
and the value gradually declines as the land recedes from
the water.
There is no general rule for determining the respective values of
the front and the back lots, and one must use the best means
available, which may consist of a statement from the vendor
showing how the gross price was determined; it may be indicated by
different amounts named as the price for releasing specific lots from
underlying mortgages, or it may be by an appraisal of the whole.
It must be remembered, when dealing with instalment sales,
that the course usually followed is merely a convention, for there
is grave doubt as to the correctness of the assumption that each
instalment is composed of two parts, one being a portion of the
cost and the other a portion of the profits.
It may be argued—and with force—that no profit can exist
until the vendor has received cash, or its equivalent, equal to the
cost of the property sold. If the securities received have no
market value and no borrowing value, there can be no profit
realized until the vendor has collected in cash the cost of the
property sold. However, this view is not generally held by ven
dors or by the treasury department in considering sales known as
instalment sales.
3. Commissions. In days of yore, the treatment of commis
sions was a simple matter, but they have now become the subject
of development to an extent equal to that of real estate itself.
Today, commissions vary in rate, in terms of payment, in the
basis on which they are calculated and in the extent to which
they are liabilities of the vendor.
Experience shows that they frequently vary from ½ per cent.
to 35 per cent. and upwards; sometimes they are payable out of
the first payments; often a portion only is taken from each
instalment until the whole is paid; sometimes they are payable at
a fixed date from the time of a sale, and sometimes they are con
tingent upon the sale being completed.
Many corporations use all the above variations, and as each
must be provided for separately much detail is unavoidable.
One concern has been known to pay the following commissions:
Per cent.
1. Salesmen having their own cars........... 10
2. Salesmen not owning a car....................
7
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3.
4.
5.
6.
7.
8.

“Birddogs”.............................................
Crew managers...................
Assistant sales manager.........................
Sales manager..........................................
Publicity or advertising manager........
Treasurer.................................................

3
5
1
2
^2

The first four are usually paid on individual sales, while com
missions of the others are generally calculated on monthly totals.
The “bird dog,” by the way, is the person who scents the victim
and leads the salesman to him.
Obviously, there must be an individual account with each
person earning commissions and such an account must be
arranged to show:
Commissions earned and payable.
Commissions earned, but not yet payable.
Contingent commissions.
Cash paid.

Often it is convenient to keep a portion of the record on the ac
count of the purchaser, especially when commissions are con
tingent.
It is impossible to describe here the best method of recording
commissions, partly because of the space at command, partly
because there is no one best way. The selection should be
governed by the method of accounting and by the form of ledger
used, for a method which would be suitable for a ledger kept on a
machine might be entirely unsuitable in the case of a loose-leaf
ledger.
Probably, in any event, the basis of the work is a minute ex
amination of all receipts from purchasers each month, in order to
be sure that the account of each salesman is credited with each
item to which he is entitled as it becomes payable.
The best way to avoid the difficulties associated with com
missions is to prevent them, and this can usually be done through
the cooperation which is spoken of in the beginning of this article,
and by striving for simplicity and uniformity.
4. Care of securities. With sales running into the thousands
and each one secured by a mortgage or contract, often accom
panied by notes falling due at periods varying from a month to a
year, special provision must be made for safe keeping as well as
for quick reference.
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It is convenient, if not essential, that as sales are made they
should be numbered consecutively immediately when the first
payment is completed, and the number then given to a sale should
apply throughout all the records. It should be placed on the
mortgage or contract and on each of the notes which relate
thereto; it should also appear on all receipts given and on all entries
in the books relating to that sale. Where a series of notes is given
for a sale, each should bear, in addition to the sale number, its own
serial number, from 1 up.
While purchasers’ ledgers are usually arranged alphabetically,
as the name of the purchaser is the principal means of identifica
tion, it is convenient to file the securities numerically. Any pur
chaser’s notes can readily be found through the usual indexes and
numerical filing greatly facilitates the checking of missing papers.
All notes relating to any one sale should be clipped together,
filed numerically or alphabetically and kept in a vault. Toward
the end of a month, those notes falling due in the succeeding month
should be taken out and placed in a current file for quick reference.
Notes remaining unpaid should not be returned to the main file,
but should be kept by themselves so that the amount of overdue
notes may be readily verified, care being taken to see that pay
ments made on account are endorsed on the notes. Such matters
may seem elementary—and this may be said of most of the
mechanical difficulties—yet failure to observe such elementary
rules has led to as much trouble as has the non-observance of
sound theory.
5. Collections. In not a few cases, the management has been
dependent upon collections for the funds with which to carry out
the improvements which have been undertaken; in all cases they
rely on them to some extent. Therefore the prompt collection of
payments due is a matter of the first importance.
In some offices a small army is employed in this work, in others
a few clerks under intelligent direction achieve equally good
results. It has been found that the use of visible ledgers, with a
complete set of colored signals, obviates the preparation of many
lists, and if such a ledger be compared monthly with the notes held
out for payment a double and valuable check is readily secured.
III. DIFFICULTIES ASSOCIATED WITH THE FEDERAL INCOME TAX

The imposition of an equitable income tax always has been, is
now and always will be a matter of difficulty; the man on the
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street calls it a “teaser”, while he of more classical attainments
might describe it as a Herculean task—and thus afford another
example of the elasticity of our language.
The practitioner in income-tax work finds himself involved in a
labyrinth of memoranda, laws, rulings, decisions and opinions,
but unfortunately the tax is not as yet of sufficient age to furnish
such a set of precedents as exists in other branches of the law and
no Ariadne has appeared to provide him with the thread without
which it is impossible to find his way with certainty.
It is not safe to carry the metaphor further, or we might be
charged with a desire to compare the authorities presiding over
these regulations to the Minotaur whose best known characteris
tics are his undoubted bull-headedness and his desire to devour
his victims. Nothing could be further from our intent than such
a comparison; on the contrary, before discussing the difficulties
related to the income-tax, we can not help speaking of those
officers who are associated therewith. It is not desired to pay
them a compliment, but merely to render to them a tribute which
is due.
No one can practise in income-tax work without coming into
somewhat close contact by correspondence and in person with
many members, in various grades, of the treasury department.
The flock is an enormous one, the pasturage is not rich and, as in
all other flocks, a black sheep occasionally finds entrance. If his
color be due to absence of light, he does not rise; if it be due to
mud-grovelling, he is separated from the sheep and turned over
to the goats.
In the course of considerable correspondence and many inter
views, I have yet to find one of the higher officers or employees
who has declined to give a sympathetic hearing or who has failed
to render to a taxpayer all the assistance which he believes the law
allows.
In all businesses the basic difficulty is to determine the taxable
income, as defined by the law and regulations, which has been
received during a given period; in the present instance this dif
ficulty is increased by the fact that the consideration received by
the taxpayer—on which profits are necessarily based—is frequent
ly represented by a value which can best be indicated by “x.”
This emphasizes the fact that balance-sheets and statements of
profit and loss are, after all, expressions of opinion rather than
statements of fact. The certificate of an accountant indicates
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that in his opinion the statement to which it is attached correctly
represents the condition, or the operations, of the business. A
bookkeeper may prepare a statement similar in all respects, but
a client desires and pays for the opinion of his accountant in the
same manner as he wishes for the opinion of his doctor or his
lawyer. Striking examples of the truth of this have occurred
recently where some of the leading accountants in the world have
positively declined to state their opinion regarding the accounts of
some of the largest developments which they have audited: in
other words, they have declined to express an opinion as to the
final results which will accrue.
A brief history of the legislation concerned with instalment
sales of real estate will help to a clear understanding of the matter.
No mention of such sales is made in any of the acts prior to 1921,
but sec. 202 (c) of that act contains the negative provision that
“ Nothing in this section shall be construed to prevent . . . the taxation
of that portion of any instalment payment representing gain or profit
in the year in which such payment is received.”

The same clause appears in the act of 1924, and the act of 1926
is the first one to contain any positive recognition of instalment
sales. In sec. 212 (d) of this act, it is provided that
“Under regulations prescribed by the commissioner, with the approval
of the secretary ... in the case of a sale or other disposition of real
estate, if in either case the initial payments do not exceed one-fourth
of the purchase price, the income may ... be returned on the instalment
plan.”

That is, the taxpayer may report as income in any taxable year
that proportion of the instalment payments received in that year
which the total profit to be realized bears to the total contract
price, e.g., if the total profit be 20 per cent. of the purchase price,
he may report as taxable income 20 per cent. of the actual receipts.
There is added a rider to the effect that “initial payment”
means all the cash, or its equivalent, received during the first
taxable period.
When dealing with this question, there must also be considered
the definition found in the law of what is meant by receipts. This
is stated in sec. 202 (c) of the act of 1926, which reads:
“The amount realized from the sale or other disposition of property
shall be the sum of money received plus the fair market value of the prop
erty (other than money) received.”

We now come to the regulations, and it appears from them that
the commissioner has treated the taxpayer more liberally than had
the legislators.
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In Regulations 33, under the acts of 1916 and 1917, article 116
provides that instalment sales of real estate, where title passes to
the purchaser, shall be regarded as closed transactions in which
the entire profit is taxable in the year of sale.
However, article 117 provides that if the vendor retain title the
profits may be treated on the instalment plan, as is now allowed
under the act of 1926.
In Regulations 45, under the act of 1918, a fresh departure is
made and the distinction made in Regulations 33 between sales
in which title passes to the purchaser and those in which it is
retained by the vendor is abolished, and another classification is
made, as follows:
(a) “Instalment sales” in which the initial payment is generally
less than one-fourth of the purchase price and subsequent pay
ments are numerous and of small amount (article 45).
(b) “Deferred-payment sales not on the instalment plan” in
which there is a substantial initial payment and, as compared with
(a), a small number of subsequent payments each for a substantial
portion of the price (article 46).
Sales made under (a) may be reported on the instalment plan, but
sales under (b) are regarded as closed transactions and the entire
profit is taxable in the year in which the initial payment is made.
It is to be noted that in Regulations 45 it is stated that the
instalment payments are not ordinarily to be regarded as the
“equivalent of cash” but sales under (b) are so regarded, and
therefore such sales are to be regarded as closed transactions.
Regulations 62, under the act of 1921, in articles 45 and 46 follow
the wording of Regulations 45, except that in both cases (a) and
(b) the words “readily realizable market value” are substituted
for “equivalent of cash.”
Regulations 65, articles 45 and 46, are similar to Regula
tions 45 and 62, except that the expression “fair market value”
is substituted for “readily realizable market value.”
Throughout the regulations, “fair market value” is defined as
“that amount which would induce a willing seller to sell and a
willing buyer to purchase.”
In the case of normal sales, made under normal conditions,
there is little difficulty in determining the amount of profit, and in
the case of instalment sales the convenience of the convention, or
figment, that each instalment consists of cost and profit may out
weigh the theoretical objections.
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It is not necessarily so under abnormal conditions, such as exist
during a boom, for then the majority of purchasers are speculators
and the demand for cash is so great that purchasers willingly
assume mortgages rather than pay cash, in the hope of reselling
and passing the mortgages on to succeeding purchasers. Socalled values, actual selling prices, pyramid so rapidly that
anything like productive or commercial value is never thought
of. Some years since a friend bought land for three dollars an
acre; he was recently offered six thousand dollars an acre for it.
Such increases naturally intoxicated dealers, who spent money like
drunken sailors and, in many cases, like them, ended in the gutter.
When there were offered on the market mortgage notes assumed
by those whose names are powers in the financial world for 80
cents on the dollar; when other good mortgages made by less well
known people were offered at discounts ranging up to 60 per cent.
and higher, it is ridiculous to speak of a fair market value. Such
mortgages are an indication of strong faith rather than of visible
value; they are indeed the substance of things hoped for and the
evidence of things not seen.
In determining the fair market value of a note, that note should
be valued as if endorsed without recourse; if it can be sold only
when endorsed, the price paid represents, in part at least, the
value of the endorsement and not that of the note.
THE REMEDY

All these difficulties would vanish if the basis of calculation
were changed, if fact were allowed to replace figment and if such
phrases as “fair market value” and “readily realizable market
value, ” which may have originated in the good intention of helping
the taxpayer, were consigned to that place for which they would
make suitable paving material.
In normal times it is often difficult to state the fair market value
of contracts and mortgages received by a vendor, for even then
cancellations do occur and are often difficult to estimate in ad
vance.
If it be true that a vendor can not realize profit until he has
received his cost of the property sold—which seems to be fairly
obvious—then it is an arbitrary convention to say that each
payment on an instalment sale contains the two elements of cost
and profit. In many cases such a figment is convenient; in others
it is a calamity.
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The solution is to be found in some such provision as the follow
ing:
In all sales of real estate, no taxable profit shall arise until the
vendor has received in cash, or in obligations assumed by the
purchaser, the cost of the property; after which all receipts shall
constitute taxable income.
Such a law would remove all doubt, would not be unfair to the
government, would obviate the necessity for such expressions as
“initial payment,” “fair market value,” “readily realizable
market value,” and would simplify the rules dealing with re
possession. In other words, it would remove the cause of most
of the arguments in this connection which have arisen between the
government and the taxpayer; it would save both sides labor and
expense; would greatly reduce the number of amended returns,
and would lessen the labors of the board of tax appeals.
It would also prevent the growth of an erroneous idea which
appears to be gaining strength, that there is some mysterious
basic difference between various sales, such as instalment sales,
sales on the deferred-payment plan and closed transactions. No
doubt, the birth of this idea is largely due to the effort made in the
regulations to facilitate the preparation of returns in accordance
with the rules which have been laid down.
The department has done much to simplify this matter in T. D.
3921 which has just been issued, for it brings out the fact that a
sale on the deferred plan is not an instalment sale, but is a com
pleted transaction in which the vendor has received some securi
ties, the face value of which does not indicate their market value.
Perhaps the matter is expressed most clearly in the form of a
formula:
Let p = the gross taxable profit.
c = the cost of the property.
r =the cash received, i.e., the initial payment.
m =the fair market value of the securities received.
Then, in every case p =(r+m)-c.
Obviously, this is true in the case of a normal sale where the
mortgage is worth its face; equally obviously, it is true in the other
extreme where the mortgage received by the vendor has no
market value and m =zero.
The suggested rule also removes another inequality which is
now of frequent occurrence with relation to instalment sales and
is due to the definition of an “initial payment.” A concrete
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example offers the clearest explanation. Take the case of a tax
payer whose fiscal year is the calendar year and who sells real estate
on an instalment plan under which purchasers pay 25 per cent. in
cash and the balance in quarterly payments. If such a sale be
made between October 1st and December 31st, it is an instalment
sale, for only 25 per cent. is collected in the first taxable period. If
a similar sale be made between January 1st and September 30th,
it is no longer an instalment sale because the vendor will receive
the cash payment and one or more quarterly payments, or more
than 25 per cent., in the first taxable period. In such cases com
pliance with the regulations would force a taxpayer to divide his
sales, all of which are made on identical terms, into two classes and
to calculate his taxable income for any year from this one class of
sale under two methods widely differing from each other. Unless
memory is at fault, when I was studying logic I was instructed to
apply to such a conclusion the phrase “reductio ad absurdum”.
The suggested law has been tested by applying it to many cases
which have occurred in the course of practice in a territory which
has thoroughly proved its fertility in producing such instances as
well as the finest grapefruit in the world.
It is not necessary to offer any apology for dwelling at length on
this matter of simplifying the law regarding sales of real estate;
the defect is basic. The fact that the difficulties are not imagi
nary but are very real appears to be amply proved by the fact
that at the end of August the treasury department had not been
able to issue regulations applying to the act which was approved
on February 26th, although they had the basis of former regulations
to work on. It is currently reported that the chief cause of this
delay and a similar delay in publishing certain long-promised
treasury decisions relating to real-estate sales, is the difficulty
experienced by those who are expert in such matters in construing
the law relating to these particular sales. If this be true, what
chance has the inexpert taxpayer to place a correct construction
thereon?
It is believed that a simple solution is afforded, and it is hoped
that this may lead to a crystallization of ideas and may assist in
the formation of a public opinion, which will lead to a greatly
improved condition.
SYNDICATES

In the present discussion the term “syndicates” is applied to a
group of interests, individual persons or corporations, which unite
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their forces, consisting of wealth, penury, knowledge, sales ability,
assurance or what not, for the purpose of handling specified
property for the benefit of the group. Such an arrangement, in
itself, is entirely proper and it is always a purchaser’s business to
remember the caution, “caveat emptor.”
While these syndicates assume various forms to meet varying
requirements, they are usually regarded by the participants as
partnerships or joint ventures, regardless of the fact that the
regulations contain special rules applying thereto. Under these
rules, and speaking generally, syndicates are usually regarded as
falling in one of two classes:
1. Joint ventures or
2. Associations.
If the syndicate be merely a loosely formed alliance for the
purpose of arranging a sale or making collections, it is regarded as
a joint venture and the share of each partner in any resulting profit
or loss is returned by each individual member, no return being re
quired of the syndicate. On the other hand, such syndicates fre
quently prepare elaborate deeds of trust conferring on some one in
the nature of a trustee powers as broad as, or even broader than,
those possessed by the board of directors of a corporation: in such
cases the treasury department regards a syndicate as an association
and requires that a return be filed by the syndicate itself in the
same manner as is prescribed for corporations.
It is likely that this requirement has frequently been overlooked
or disregarded and that many trustees may find themselves faced
with charges of delinquency and resulting penalties.
The dividing line between joint ventures and associations is a
fine one and is affected so greatly by the details of each case that
no general rule can be given in an article such as this.
COMMISSIONS

The principal difficulties with regard to commissions are of a
mechanical nature and have already been touched upon. How
ever, numerous and conflicting decisions have been rendered by
the treasury department and doubt sometimes exists as to the
period in which commissions are to be regarded as income.
With regard to commissions receivable which have been earned
by a taxpayer, it seems to be fairly well established that they do
not constitute taxable income until they are received by, or are
available to, a taxpayer. For example, the mere fact that a cor
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poration has credited a salesman with commissions does not in
itself constitute income to that salesman in this amount. If the
corporation has at its command cash which is immediately avail
able and which can be turned over to the salesman, the amount
may constitute income to him; on the other hand, if it be merely a
credit to him which the company does not or can not make
immediately available to him it does not constitute taxable
income to him until such a condition exists.
In the case of commissions payable, somewhat different condi
tions sometimes apply, and if in such a case as the above a cor
poration habitually keeps its accounts on the accrual plan, it may
be allowed to treat such commissions as an allowable deduction in
the period during which the entry is made.
It seems to be well established that estimated contingent
commissions are not a deductible item and that a reserve set up for
any liability which is in fact contingent is not deductible.
REPOSSESSION

So far as the requirements of accountancy are concerned, there
is no difficulty in dealing with mortgages or contracts which have
been foreclosed, canceled or surrendered, by law or by agreement,
so that the property covered thereby is repossessed by the vendor.
It is clear that such property should be brought back on the books
at the same price at which it was taken out from the property
account, subject to any deductions for depreciation, obsolescence,
etc. which have been suffered, or to any addition for material
improvements or, possibly, for expenses incurred in regaining the
property.
Such a practice has been consistently prescribed by the regula
tions, and Regulations 65, article 46, require that in such circum
stances the vendor “must include such real estate in his inventory
at its original cost to himself, less any depreciation,” etc.
However, the United States board of tax appeals has rendered
several decisions which are directly opposed to this in the case of
land the title to which has been conveyed by a vendor to a pur
chaser who has given a purchase-money mortgage as a part of the
consideration.
One of the clearest of such decisions is the appeal of Manomet
Cranberry Company (B. T. A. 1, 706).
In 1916 this company sold property for $139,500 and as this
was the value in 1913, no profit arose from the sale. A mortgage
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was given and cash paid by the purchaser so that in 1918 there
remained $94,400 due on the mortgage. Default was made and
the company bought in the property for $94,400 in addition to
which it paid the costs of foreclosure and some arrears of taxes.
The company contended that while in possession of the pur
chaser the property had depreciated in value to the extent of
$45,100 and, therefore, the $94,400 represented the true value of
the property at the time of its re-acquisition, and the company
had made its return accordingly.
The commissioner claimed that under Regulations 65, article 46,
quoted above, the taxpayer should have taken the property on
its books at the original value of $139,500 and in this case the
$45,100 which had been received in cash would constitute taxable
profit.
The taxpayer claimed that if such were the case it was entitled
to a deduction for depreciation amounting to the same amount,
and offered evidence as to the value.
The board decided that neither was correct, although it agreed
with the taxpayer in the statement that it had not realized any
taxable profit. The board decided that there were two separate
and distinct transactions; first, a completed sale and, second, the
foreclosure, and that the commissioner could not treat these
several transactions as one where the effect of so doing was to the
disadvantage of the taxpayer. Therefore, it ruled that the
taxpayer should bring the re-acquired property back on its books
at the cost of $94,400 and not of $139,500, and that no realized
gain existed until the property was disposed of.
Possibly, an accountant would have brought the property back
at $139,500 showing a profit of the $45,100 received, but would
have offset this by writing off the same amount to depreciation.
There are several ways of killing any cat.
It is not clear whether or not a similar rule would apply to sales
under which the vendor retained title to the land and gave the
purchaser a contract. Be that as it may, and granting that it
resulted in justice to the Cranberry Company, the decision affords
ground for apprehension as it appears to lead to another case of
reductio ad absurdum.
On reading the Manomet Cranberry Company decision one may
conclude that foreclosure is an essential requirement and that at
a public sale it may be assumed that property will bring approx
imately its market value. However, in a later case (I. M. Davis,
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B. T. A. 2,359) there was no foreclosure but the property was
voluntarily surrendered by the purchaser. Unfortunately in each
of the cases the facts do not bring out clearly the principle upon
which the decisions rest. In the Cranberry case the amount due
and costs appear to be identical with the bid in price. In the
case of I. M. Davis the amount paid by the purchaser, the amount
of depreciation allowed and the actual value of the property are
the same, namely $15,000, and the decision is silent as to which of
these three factors determine the "cost” of $15,000.
The similarity of the two cases shows clearly that the principle
does not depend on foreclosure but upon re-acquirement by any
process.
Under abnormal conditions, such as still exist in Florida, it is
quite possible that no bidders would appear at a foreclosure sale of
unimproved property, and in such a case the decisions quoted
might be taken to indicate that the amount remaining due would
be the measure of the cost of the property in re-acquirement, and
if several similar pieces of property were re-acquired and if vary
ing amounts had been received on them, the results would be
varying costs for properties of equal value. If this be true,
ridiculous “costs” might result in extreme cases, such as re
acquirement after only the initial payment had been made, as
compared with a case where all payments but the final one had
been made.
This leaves the matter cloudy and we pray for further decisions
to throw a clearer light upon the subject.*
* Author’s Note.—Just about the time when the above article was placed in the hands of the
printer, there were published the new regulations, No. 69, applying to the revenue act of 1926.
The fact that about nine months have passed since the passage of the act indicates that the dif
ficulties above described are not confined to accountants, for it has been reported that the unu
sual delay which has occurred in publishing the regulations has been due chiefly to difficulties
related to transactions involving real estate.
The new rules do not differ greatly from those formerly in force as modified in T. D. 3921; and
the most important changes to be noted are related to the repossession of lands sold on the in
stalment or deferred-payment plan.
As formerly, sales of real estate involving deferred payments are divided into two classes, (1)
instalment sales and (2) deferred-payment sales not on the instalment plan. In dealing with the
latter we still have to meet the difficulties mentioned above with reference to determining the
"fair market value”.
In calculating profits, no distinction is drawn between those cases where the vendor gives the
purchaser a contract and those in which the vendor conveys title and receives back a mortgage.
However, in the case of repossession, a distinction is observed; in the former case the property
is taken back on the vendor's books at the original basis (less any depreciation, etc.) while in the
latter case a new transaction is considered to have occurred and the “fair market value ” becomes
the basic value on which the cost on repossession is to be calculated.
“The fair market value of the property shall be presumed to be the amount for which the
property is bid in by the vendor in the absence of clear and convincing proof to the contrary
At the annual meeting of the American Institute of Accountants held at Atlantic City in Sep
tember, 1926, an amendment to the existing law, as suggested in this article, was unanimously
approved, and the executive committee was desired to do its utmost to effect its enactment.
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By A. P. Richardson
September, 1926, completes the first decade in the history of the
American Institute of Accountants. The American Association
of Public Accountants, established in 1887, was succeeded and ab
sorbed on September 19, 1916, by the new organization. At this
first decennial anniversary of the formation of the Institute it is
appropriate that there should be a brief synoptic record of the
things which have been done and the changes which have taken
place. Such a report should not attempt to review the great de
velopment of accountancy as a whole but rather the accomplish
ments of the Institute which have been chiefly instrumental in
making possible the profession’s progress and present prestige.
The following summary of the principal labors and functions of
the Institute is accordingly presented for the consideration of the
council.
EARLY HISTORY

The American Association of Public Accountants was origi
nally a society of individual and direct membership, but its func
tions were largely social and, except in one direction, its effect
upon the general public was not far reaching. In 1896 its mem
bers were responsible for the introduction of the first legislative
measure designed to regulate the professional practice of accoun
tancy. This was a bill providing for the certification of ac
countants under the legal designation, “certified public ac
countants,” in the state of New York. The bill became law and
thus began a movement for certification which has since spread
to every state, the District of Columbia and three of the terri
tories of the United States. In 1904 an international congress
of accountants was held at St. Louis, Missouri. There were
representatives of the leading American, British and Canadian
societies and of the principal state societies which had sprung
up with the spread of C. P. A. legislation. The American Asso
ciation and the Federation of Societies of Public Accountants
* Presented at the annual meeting of the American Institute of Accountants, September
21, 1926.
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were the only American organizations of national scope and it was
suggested that they should be amalgamated as there was prac
tically no difference between their purposes. This idea was car
ried out in 1905 when the American Association absorbed the
other organization and so amended its constitution and by-laws
as to admit, with certain extremely liberal limitations, the mem
bers and associates of state societies to similar classes of member
ship in the American Association. From 1905 to 1915 the asso
ciation developed in numbers and influence; but it suffered from
some inherent weaknesses which prevented the full extent of
progress which, without them, would have been possible. The
chief difficulties were the practical impossibility of inflicting dis
cipline upon a membership derived and continued through local
and independent societies; the divided allegiance of delegates
appointed by state societies to a national organization; the widely
differing standards of state laws and regulations, which made
membership in the association a thing of varying significance and
the whole no stronger than the weakest part; and some other less
serious conditions which are no longer memorable. The rapidly
increasing number of state C. P. A. laws, with no approach to
uniformity among them, and the wide variety in administration
of these laws threatened to destroy utterly the meaning of the
C. P. A. certificate. Some states had good laws badly adminis
tered; some, good laws well administered; some, weak laws and
weaker administrations; and some, weak laws whose evil was
partly offset by honest administration. In all states the regula
tion of the profession was subject directly or indirectly to the whim
and uncertainty of political influence.
FORMATION OF AMERICAN INSTITUTE OF ACCOUNTANTS

For these reasons and a few others of minor importance, which
have not been mentioned, the American Association in 1915
appointed a special committee to investigate the conditions and,
if it seemed desirable, to report a plan for reorganization which
would overcome the difficulties confronting the profession and
prevent the further expansion of the chaos which menaced the
practice and its regulation. That committee consisted of J. E.
Sterrett, W. Sanders Davies, Carl H. Nau, Waldron H. Rand and
Elijah W. Sells, with the president, J. Porter Joplin, ex officio.
The committee reported that it had reviewed the history and ex
isting conditions of the profession with great care, and it recom
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mended that a new organization be created to which the member
ship of the association could be transferred by individual action
of each member within a certain limit of time. The committee
recommended that the new organization should be incorporated
in the District of Columbia; its membership, after the charter
members, should be admitted only by examination conducted by
its own board of examiners; each member should be directly amen
able to discipline for unprofessional conduct; and no control or
influence, overt or secret, should be exerted upon it by any politi
cal authority whatsoever. The committee suggested the incor
poration of the Institute of Accountants in the United States of
America, which was consummated in May, 1916. In September
of the same year the American Association of Public Accountants
by unanimous action approved the report of the committee. The
Institute thereafter carried on the work of the national organiza
tion, although the charter of the American Association has never
been relinquished. The name of the new society was changed
shortly after to “American Institute of Accountants.” This in
brief is the record of professional organization in America prior to
the beginning of the Institute’s activity.
PURPOSES OF THE INSTITUTE

The first article of the constitution of the Institute sets forth
the principal purposes in the following words:
Section 1. The name of this organization shall be the American Institute
of Accountants. Its objects shall be to unite the accountancy profession
of the United States; to promote and maintain high professional and moral
standards; to safeguard the interests of public accountants; to advance the
science of accountancy; to develop and improve accountancy education;
to provide for the examination of candidates for membership, and to en
courage cordial intercourse among accountants practising in the United
States of America.

In reviewing the ten years now ending it is of interest to con
sider whether these purposes have been achieved or not.
RESOURCES

The resources, financial and intellectual, of an organization
are not necessarily the measure of accomplishment, because it is
possible to conceive of great supplies of wealth and mind lying
dormant, but it is undeniable that resources are needed as a
foundation if there is to be any substantial building. Conse
quently, the financial statistics which follow are important. The
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question of intellectual resources is answered by the facts which
will appear later in this report. In 1916 the balance-sheet of the
American Association showed total surplus of $11,605.74. This
was the amount turned over to the new Institute. The office
was a small room at 55 Liberty Street, and the secretary’s staff
consisted of one stenographer. At the end of August, 1926, the
resources of the Institute and its allied activities constitute a
grand total of $297,215.26. The chief factor in this sum is the
endowment fund with its related corporation, the American
Institute of Accountants Foundation. The Institute owns and
occupies a five-story building at 135 Cedar Street, New York.
The cost of the building, with improvements which have been
made since purchase, is $125,660.44. The only encumbrance
upon the ownership of the building is a bond issue, originally
amounting to $90,000, but now curtailed to $75,000, and being
reduced in October of each year by the calling and cancellation
of bonds to the value of $5,000.
MEMBERSHIP

The intellectual resources of the Institute depend upon the
quality of its membership. It has not been the policy of any
administration to make what is called a “drive” for members,
but instead to encourage desirable men and women to affiliate
with the Institute if they could meet the requirements of exami
nation, practice and character. The Institute has increased un
interruptedly through the ten years of its life. Even the war
did not greatly affect the numbers of new members. The stand
ards of admission have been well maintained. The following
tabulation shows the numbers of members at the end of each
fiscal year:
Year
1916.....................
1917.....................
1918.....................
1919.....................
1920.....................
1921.....................
1922.....................
1923.....................
1924.....................
1925.....................
1926.....................

...................
...................
...................
...................
...................
...................
...................
...................
...................
...................
...................
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Members Associates Total
57
1,150
1,093
1,100
120
1,220
106
1,225
1,119
1,252
122
1,130
1,185
178
1,363
1,484
1,239
245
1,606
1,303
303
1,809
1,433
376
1,517
388
1,905
1,599
409
2,008
1,664
400
2,064
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PROFESSIONAL ETHICS

One of the prime purposes for which the Institute was founded
was the establishment and enforcement of a code of professional
ethics which should be at least as high as that of any other learned
profession. The code adopted by the council in April, 1917, has
been strengthened and augmented slightly from time to time and
is now regarded as fairly comprehensive. The committee on pro
fessional ethics, one of the elected committees, has been contin
uously engaged in the inculcation of ethical principles and in the
consideration of cases placed before it. Complaints have been
formally presented against 22 members and two associates, and
the council sitting as a trial board has dealt with them as follows:
Expelled, 1; suspended, 9 (one of whom was subsequently exon
erated); admonished, 4; censured and subsequently exonerated,
2; accepted resignations of persons under charges, 3; acquitted, 2 ;
cases now pending, 3. The offences charged have ranged from
deliberate fraud to unprofessional conduct such as solicitation,
advertising, etc.
BOARD OF EXAMINERS

The board of examiners has conducted semi-annual examina
tions of applicants seeking admission to the American Institute
of Accountants. The board consists of nine elected members,
who meet monthly throughout the year, with the possible excep
tion of one summer month. Since the foundation of the In
stitute the board has dealt with 1,728 applications for admission.
In 1917 it seemed wise to offer the use of the board’s papers and
services to state boards of accountancy in the hope that a stand
ard of examination might supersede the inconsistency of the
conditions then prevailing in many of the states. At present 34
states and two territories are setting the Institute examinations
as the test preliminary to registration as certified public account
ants. We have, then, 69 per cent. of the 52 statutory boards of
accountancy adopting a standard which is certainly not excelled
in any jurisdiction. This plan has saved the certified public
accountant certificate from falling into disrepute and final col
lapse. Under the plan of cooperation the Institute board has
supplied examination papers for 8,172 candidates for certification
in the states which have adopted the plan.
At the beginning of the Institute the board of examiners refused
to accept as satisfactory the results of any examination other
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than its own. In 1922, however, it appeared that this rule might
be modified to some extent and the board was granted the priv
ilege of accepting in lieu of an Institute examination a certified
public accountant certificate, issued after examination, or mem
bership in a foreign society, based upon examination. It was
provided, however, that each case must be decided on its individ
ual merits and that the examinations recognized must be con
sidered by the board sufficient to demonstrate the technical
ability of applicants. As the result of the operation of this new
rule the board has recommended the admission of 165 members
and 61 associates who have not been required to pass the Insti
tute’s examination.
ENDOWMENT FUND

Soon after the Institute was founded the idea was conceived by
George O. May, warmly supported by E. W. Sells and others,
that there should be an endowment fund from the income of
which the Institute would maintain a library and a bureau
of information. The proposal was approved by the council,
and a campaign to raise money led to donations amount
ing in the first year of the plan to $111,746.83. Initiation fees and
the profits from the sale of books published under the endowment
fund have been added to the principal amount or to the funds of
the American Institute of Accountants Foundation. These accre
tions supplemented by other donations increased the endowment
fund until at the end of August, 1926, it stood at $216,543.71,
taking all securities at their current market value of that day.
In 1921 a new corporation known as the American Institute of
Accountants Foundation was chartered under the laws of the
District of Columbia to receive and expend for scientific and edu
cational purposes donations and other funds which might be
presented to it. The principal account of the Foundation at
August 31, 1926, amounted to $44,675.65.
The bureau of information operated by virtue of the endow
ment fund is unique. No other profession seems to have adopted
any plan at all similar to it. The bureau receives questions from
members, answers them if possible from written matter, but, if
not, refers them to other members whose experience makes them
competent to answer. The bureau is thus a clearing house of in
formation and the identity of those who inquire and those who
answer is not divulged to anyone. The whole transaction being
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anonymously conducted, no one feels the least hesitancy about
making use of the facilities. Since the bureau was created the
following numbers of questions have been received and answered.
The years in these statistics are the fiscal periods ended August
31st:
1919...................
1920...................
1921...................
1922...................

572
831
1,444
2,630

1923...................
1924...................
1925...................
1926...................

3,021
3,603
4,104
4,694

LIBRARY

The library of the Institute has been accumulated chiefly by
expenditure of the income of the endowment fund. A few important donations of sets of books have been made, and a great
many individual volumes have been presented by their authors.
There is a circulating department which is much in demand. The
library is certainly the best collection of accounting literature in
America and quite possibly in the world. The following figures
indicate extent and growth:

1919..............................
1920..................................
1921..................................
1922..................................
1923..................................
1924..................................
1925..................................
1926..................................

Unbound
Bound
books and books and
magazines pamphlets Totals
1,632
3,021
... 1,389
3,522
1,757
... 1,765
2,542
4,719
... 2,177
6,148
... 2,916
3,232
... 3,422
7,207
3,785
... 3,751
8,Q84
4,333
... 4,215
4,948
9,163
... 4,767
5,763
10,530

Many of the answers to accounting questions supplied by the
bureau of information have seemed to be of such importance to
the profession generally that 27 special library bulletins contain
ing selected answers have been issued. The outstanding accom
plishment of the librarian is the compilation and editing of the
Accountants' Index published in 1921 and its supplement pub
lished in 1923. The two volumes constitute a comprehensive key
to all the literature of accountancy in the English language in
print in 1912 and published subsequent to that year. The ac
counting profession acknowledges this to be a contribution to the
advancement of the science and an addition to the literature
which has never been excelled.
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As a logical outgrowth from the library and bureau of informa
tion the council has approved the establishment and operation of
a bureau of research. This plan is now being developed, but its
fruition will not come within the period under review in this
report.
“the journal of accountancy”

The Journal of Accountancy has been an official publication
of the American Association of Public Accountants and the
American Institute of Accountants from its beginning in 1905.
The actual publication was in the hands of the Accountancy
Publishing Company until 1911. Then, by an agreement be
tween the American Association and the Ronald Press Company,
the association undertook editorial control and the company the
duty of publication. This arrangement was terminated in 1921
when the Institute assumed control of both departments. A
corporation, The Journal of Accountancy, Incorporated, received
a charter from the state of New York and the magazine has since
been published promptly and satisfactorily by this new company.
The publishing company occupies parts of two floors in the In
stitute’s building and thus contributes substantially to the rental
income. The circulation of the magazine has declined in common
with the general decline in magazine circulation in the last few
years.
The net paid circulation of the ten fiscal years follows :
1916..............................................................................
1917..............................................................................
1918..............................................................................
1919..............................................................................
1920..............................................................................
1921..............................................................................
1922.............................................................................
1923..............................................................................
1924.............................................................................
1925..............................................................................
1926..............................................................................

4,940
7,177
9,669
11,501
14,000
14,706
13,927
13,574
12,563
11,831
11,274

A small two-page bulletin of confidential information for
members was published in December, 1916, and continued until
1924, when it seemed well to increase the size and scope and to
offer the bulletin for sale outside the membership. The responsi
bility for publication of the bulletin was then assigned to The
Journal of Accountancy, Incorporated. This supplement to The
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Journal of Accountancy has been well received by a small num
ber of subscribers and is almost self-supporting, although it con
tains no advertising of any kind. The circulation at the end of
August, 1926, was 3,471.
OTHER PUBLICATIONS

In addition to these magazines and the Accountants’ Index,
the Institute and its subsidiary organizations have published other
texts of value to the profession. Although these ventures have
not been undertaken solely or primarily with the hope of finan
cial reward, as a whole they have been profitable. The following
table contains statistics of the publication of all books issued by
the Institute, the board of examiners, The Journal of Account
ancy, Incorporated, and the American Institute of Accountants
Foundation:
Title

Sales

Cost

Profit

Accountants’ Index............................... .... $12,965.03 $20,822.80 *$7,857.77
Accountants' Index, Supplement........ .... 2,905.17
5,600.02 *2,694.85
Audit Working Papers......................... .... 30,470.51 17,846.42 12,624.09
4,914.71
Duties of the Junior Accountant......... .... 12,469.55
7,554.84
Introduction to Actuarial Science.... .... 4,395.89
1,746.18
2,649.71
5,903.18
Examination Questions....................... .... 9,128.27
3,225.09
5,175.76
1,727.04
The Balance-Sheet................................ .... 6,902.80
*Loss.

$79,237.22 $62,009.07 $17,228.15

EDUCATION

The education of the accountant is one of the chief con
siderations of the Institute. A standing committee, originally of
three members, but now increased to five with a system of rota
tion in appointment that assists continuity, has kept in close
touch with the schools of business, commerce and accounts
throughout the country and has made complete tabulations of
educational statistics. This committee has been charged with the
duty of preparing a comprehensive curriculum which will be
offered to schools as a guide or perhaps as a definite outline of
study. The committee for the past two years has been discussing
a general summary of the nature of accounting work so that a
curriculum may be founded upon the actual requirements of pro
fessional practice.
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BUREAU FOR PLACEMENTS

Closely related to the work of the committee on education,
but entirely independent of it, is the recently formed bureau for
placements, which is conducted by a special committee with the
approval of the executive committee. The bureau has been
financed by contributions from some of the leading firms of
accountants, but its services are available to all members. The
intention of the committee is to encourage college graduates to
select accountancy as a profession and to enter the offices of
members of the Institute on a three-year contract of employ
ment. This innovation was begun in the spring of 1926 and
accordingly has not had opportunity for full development. Its
operations so far, however, have exceeded the expectations of
its sponsors. One hundred and twelve colleges have expressed
approval of the plan, 277 graduates have applied for employ
ment and requests for 74 men have been received from 26 firms.
When the bureau’s experience is longer the question of possible
expansion will be answerable.
COOPERATION WITH BANKERS

The relations between accountants and bankers today differ
vastly from those of 1916. There has often been a tendency to
recrimination between the two classes of men and this has led
inevitably to a good deal of strain upon the friendliness and help
fulness which should be manifest. The banker is too ready to
attribute fault to the accountant, and the latter frequently takes
refuge in the claim that the banker is to blame. The way out of
the difficulty lies through understanding and forbearance on both
sides. With this in mind the Institute established a system of
interchange of criticisms and opinions between a special commit
tee and a similar committee of the Robert* Morris Associates, the
principal organization of the credit officers of banks. The two
committees have worked in harmony for several years and as a
result there is a much better knowledge of the facts by account
ants and bankers. This cooperative effort is continuing. Many
somewhat complex questions of accountancy practice and pro
priety have been answered by the Institute’s committee, and a
less number of criticisms has received the earnest consideration
of the bankers’ committee. One of the fundamentals upon which
coöperation between accountants and bankers has been con
structed is the outline of the minimum requirements for a
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balance-sheet audit issued by the federal reserve board under
the title, Approved Methods for the Preparation of Balancesheet Statements. This outline was prepared by the American
Institute of Accountants at the request of the federal trade
commission and, after endorsement by that commission, was
published by the federal reserve board with the recommenda
tion that the procedure described be required by bankers. This
programme of audit although now nine years old is still the model
for the banking and accounting community of this country.
PUBLIC AFFAIRS

In 1921 and 1922 there seemed to be a desire by some mem
bers that the Institute should undertake a nation-wide campaign
of advertising the profession, not in a personal but in a corporate
sense. It was suggested that a fund of $500,000 should be raised
to cover the expenses of a five-year adventure. The proposal
did not appeal to the membership and the amount of subscrip
tions was inconsiderable. This effort to encourage interest in a
plan of propaganda was productive of a modified scheme for
attracting public attention, and in 1923 a special committee was
appointed to conduct a bureau of public affairs. This bureau has
been in existence for more than two years. It has succeeded in
obtaining a large quantity of newspaper and magazine publicity;
it has undoubtedly encouraged many members to increase their
participation in various kinds of public service; it has issued six
letter-bulletins discussing matters of timely interest. This has
been done at a total cost of approximately $50,000, of which the
Institute has contributed $9,286.19 and the members have given
$36,957.25. Sales of the bureau’s publications have produced
the balance. The titles and circulations of letter-bulletins follow:
No. 1.
2.
3.
4.
5.
6.

Subject
Number distributed
Arbitration................................................................
20,000
The crime tendency................................................. 105,000
Credit frauds............................................................
98,000
Tax simplification.....................................................
42,000
Federal arbitration...................................................
24,000
Bankruptcy problems...............................................
30,000
STATE LEGISLATION

A subject of constant anxiety to the accountant is the legis
lation of the many states, which is liable to sudden and unforeseen
confusion in the political kaleidoscope. The Institute’s concern in
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the question of legislation is in part inherited from the American
Association, its predecessor, and in part the result of recent de
velopments. Many of the state and territorial laws regulating the
practice of accountancy are founded upon model bills drafted by
the American Association of Public Accountants or by the Insti
tute, and nearly all are influenced by if not directly transcribed
from these bills. The development of the profession and the
changing conditions of politics demand unremitting watchfulness.
The Institute’s committee on state legislation follows closely the
sessions of state legislatures and has been the chief instrument
in preventing the abolition of some good laws and in encourag
ing the enactment of laws where needed. It has been in close
coöperation with similar committees of state societies, so that
concerted and effective action has almost always been possible.
PROTECTION OF PROFESSION

An incident which attracted a good deal of attention at one
time was the creation of an organization in the District of
Columbia known as the National Association of Certified Public
Accountants. This association issued to its members certificates
which bore the words, “certified public accountant.” In order to
protect the profession against possible injury from this source,
evidence was collected under the direction of the counsel for the
Institute, J. Harry Covington, and a suit in equity was instituted
by the United States of America, plaintiff, against the National
Association of Certified Public Accountants, a corporation, de
fendant. The plaintiff in the case sought a preliminary injunc
tion restraining the National Association from issuing C. P. A.
certificates. A brief was prepared by J. Harry Covington and
presented to the United States attorney for the District of
Columbia. The injunction was granted by Justice Hoehling on
June 12, 1922, and made permanent after appeal to the court of
appeals of the District of Columbia July 18, 1922, exactly one
year after the first evidence in the case was obtained by the
Institute.
FEDERAL LEGISLATION

The legislative Interests of the Institute do not end with the
states but extend also to national affairs. The chief subject
which has engaged the attention of the Institute’s committee on
federal legislation has been the taxation of incomes and profits.
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From the beginning of the congressional effort to impose an
excise tax in 1909 to the latest enactment of a modified incometax law in 1926, the Institute (or, prior to 1916, its predecessor)
has been in consultation and collaboration with committees of
the senate and house of representatives. The first laws were
originally drafted in great part by members of the American
Association and consistent attempt was made to encourage the
enactment of fair laws founded upon practical principles and
liable to just administration. Much of the success of law and
regulation is due to the Institute’s assistance through its com
mittee and to the invaluable advice and aid given by many mem
bers who devoted their time and talents without stint to the
service of the country during the war and in the years next there
after. It would be futile to endeavor to give anything like a
complete record of the service of the members and committees
of the Institute in this one field of federal taxation.
WAR SERVICE

The war, of course, changed all the conditions of life and
professional practice. Before the United States had finally
acknowledged its obligation to enter the war, and when some
few people were still professing to believe that this country
should remain neutral, the Institute was in communication with
the government at Washington, and the moment war was de
clared a committee of the Institute took its place in the capital
and rendered technical advisory service without thought of com
pensation. No doubt a great many accountants would have found
their way into the armed and technical forces of the nation had
there been no Institute, but it is incontrovertible that the organi
zation of the profession and the possibility of obtaining through
the Institute’s office the kind of men required for various activ
ities made it practicable to employ the profession with full power
and effect. It is not desirable in such a review as this to specify
the service rendered by any one member. Let it suffice to say
that out of an average wartime membership of 1,222, including
the associates, the Institute has record that 257 members served
their country or with their country’s allies. Most of these men
were assigned to duty on the recommendation of the Institute.
There were probably many others who have not reported their
services.
*****
361

The Journal of Accountancy
There are many other committees of the Institute whose
deeds have helped forward the general progress of the profes
sion, but in the cause of brevity they must be omitted from so
condensed a review of the Institute’s first decennium. The prin
cipal accomplishments have been mentioned and no attempt has
been made to predict the developments which lie ahead. It is
with fact that this report must be concerned.
REGIONAL MEETINGS

It is of interest to all the members of the Institute to con
sider the remarkable developments that have taken place in the
method of organization. In the beginning it was felt that the
annual meeting of the Institute might provide the necessary op
portunity for assembling and for building personal friendships
among the members. The year 1920, however, witnessed the
beginning of an experiment which has grown to nation-wide pro
portions. In that year a regional meeting of the members of the
Institute in Illinois and adjacent states took place in Chicago.
There was no attempt at formal organization. It was simply a
local meeting to which everyone who felt an interest in account
ancy was invited. The movement thus begun has spread until
today there are four regularly recognized regions of the Insti
tute, most of them holding two meetings a year.
CHAPTERS

When the Institute was founded there was no provision for
local chapters, as it was believed that chapters might duplicate
the functions of some of the state societies. It soon became
apparent that there was a real demand for local branches of the
Institute and accordingly the constitution was amended to permit
chapter organizations. Since that time chapters have been formed
and approved by the council as follows:

California
Illinois
Kansas City
Maryland
Massachusetts
Michigan
Northern Ohio

Oregon
Philadelphia
Pittsburgh
Rhode Island
St. Louis
Southern Ohio
Texas
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FOREIGN AFFAIRS

It remains to report that the relations with foreign societies
of accountants have been increasingly cordial. On several occa
sions representatives of the leading societies have been present
at meetings of the Institute, and the Institute has been repre
sented at various meetings abroad or in Canada. A spirit of help
fulness in the international field is quite manifest and is doing
much to help forward the cause of world accountancy.
*
*
*
*
*

This, then, is in brief the ten-year history of the American
Institute of Accountants. The record has been set down in blunt
statement without any attempt to dwell upon or to emphasize any
portion of it. It is the kind of chronicle in which comment would
be entirely superfluous.
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EDITORIAL
The tenth annual meeting of the Ameri
can Institute of Accountants, held at
Atlantic City, September 21 and 22,
1926, was a striking demonstration of the steady upward growth of
the accounting profession in America. The discussions were
conducted on a high plane and throughout all the sessions there
was manifest a dignified esprit de corps. Accountants from all
parts of this country and visitors from Canada participated in the
activities. The results of the meeting will doubtless be helpful to
the entire profession. Several matters of far-reaching importance
to accountancy were considered and it was evident that the intent
at all times was to advance the interests of the whole profession.
The paper read by P. W. R. Glover, which appeared in the Oc
tober issue of The Journal of Accountancy, was an instructive
epitome of the conditions controlling the legal regulation of
accountancy in the states of the union. Every accountant,
whether certified or not, must feel an interest in this vital matter,
and the conclusions reached by Mr. Glover, while they may not
meet with unanimous approval, will certainly attract attention
and conduce to effective thinking. The difficulties which are
inherent in political regulation of a profession were ably sum
marized by the speaker, and although some of us may feel a sense
of regret at the discouragement which he displayed with regard to
the possibility of restrictive legislation, all must admit the strength
of his arguments and be stimulated to greater endeavor for the
enlightenment of the public as to the true meaning of accountancy.
In the early days when the great aim was merely to have a law
written on the statute books the difficulties which have since
arisen were not foreseen. Then it was the opinion that when the
law providing for certification of accountants had been passed we
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should come into a kind of land of Beulah. Now having come
into a new land we find that Beulah is still ahead. It seems to be
inevitable that the course of accountancy legislation shall be
more than ordinarily disturbed by the political tactics of legisla
tors and lobbyists.
The paper by Henry B. Fernald, which
Accountants’ Certifi
also appeared in the October issue of
cates Discussed
this magazine, upon the general subject
of accountants’ certificates led to a discussion which occupied
practically an entire session. The subject is one in which every
accountant naturally is concerned, even if it does not fall to the
individual practitioner himself to sign a certificate. There are
many members of the Institute, probably, whose activities do not
involve the preparation of certified statements, but even such
members are intimately affected by the significance of the ac
countant’s certificate. If the public for whom the certificate really
is written can be brought to a full comprehension of the impor
tance which attaches to the accountant’s opinion every accountant
will be helped forward in his effort to occupy his proper position in
the professional world. Mr. Fernald’s paper was intended to be
and was provocative. Many of the questions which he presented
called forth immediate discussion, and there is no doubt that the
close attention paid to the discussion was merely a reflection of the
enthusiastic interest of the listeners.
As was expected, the meeting had
frequent reminders of the fact that the
first decade of the Institute’s life had
ended. The progress of the profession throughout the country
has been remarkable during the ten years since the American
Association of Public Accountants was reorganized and took the
form of the Institute, and there was a natural feeling of satis
faction in the evidence of growth and progress which the com
parative figures revealed. The meeting resolved that the secre
tary’s report, covering the decennial period, should be published
in The Journal of Accountancy and should be given other
general distribution as well. The report will be found on another
page of this issue. Some of the most remarkable figures which the
ten-year summary contains relate to the library and bureau of
information. It seems doubtful if the rate of development which
this department of the Institute’s work has maintained can be
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paralleled in any other library. The ratio of increase year by
year since the library was founded is altogether noteworthy.

It was the will of the meeting, unani
mously expressed, that next year the
Institute should meet on the Pacific
coast, and after consideration of the invitation extended by the
members from California it was resolved that Del Monte should
be the place. Those to whom the beautiful country about
Monterey is known will not need to be invited to attend a meeting
there. There is no more attractive part of the always delightful
California coast than that which the Institute has selected.
The hospitality of Californians is nationally known. It will be
twelve years next fall since the national organization held a meet
ing west of the Rocky mountains. There is to be a meeting of the
Dominion Association of Chartered Accountants in one of the
western provinces at a time shortly before or shortly after the
Institute’s meeting and those who attend one meeting can easily
attend both. The members in California are already bestirring
themselves to arouse interest in the meeting of 1927. For these
and many other reasons it is expected that when the Institute
assembles in September next year there will be a large attendance
from all parts of the country and that the year which will mark the
fortieth anniversary of the founding of the original American As
sociation of Public Accountants will be celebrated in a way com
mensurate with the importance of the occasion. Californians in
the Institute are suggesting that we should draw attention thus
early to the selection of Del Monte as a place of meeting, and it is
a pleasure to comply with this request.

To Meet in
California

One of the changes which will probably
take place in the education and experi
ence of the public accountant of tomor
row will be a trend toward the economic view of financial and
industrial questions. Heretofore the accountant has been rather
inclined to be an accountant and nothing more. By this we
mean that he has devoted himself almost exclusively either to
what might be called the pure or to the applied science of accounts.
He has been inclined to look first toward the accounts and second
arily, or perhaps not at all, toward the great underlying causes of
condition. In other words, he has reasoned deductively from ap
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parent facts. In the coming day he will probably change the
method of approach at times and follow the more philosophical
process of induction. To do that it will be necessary for him to
increase his grasp of the economic and social theories. He will be
required to be a student of history—and by that we do not mean
the text-books which relate the glories of any one race or nation.
Already there are evidences of an occasional excursion in the field
of political economy, but there has been no widespread migration
or even effective inroad into the broader country. There are
those who say that a man can not be expected to have a fair
comprehension of statistics unless he knows the reasons for the
things enumerated. Some folk go so far as to say that one must
be a careful student of sociology and many other things as well.
But for the most part these are academic counsels of perfection
which we have not the slightest intention of putting into practice.

All this is induced by a speech recently
reported in which there is so striking an
example of the force of economic think
ing when applied to financial problems that one is led to wonder
why we have not more economists among our accountants. The
speaker was Sir Josiah Stamp, chairman of the section of economic
science and statistics of the British Association. His subject
was the theory of inheritance in its relation to the distribution of
wealth; and, after a thoughtfully developed process of reasoning,
the speaker arrived at certain conclusions which, although he
declared them to be purely provisional, are nevertheless of such
significance that every student of affairs will feel an interest in
them. It is, of course, impossible to reproduce the entire speech
which this eminent economist delivered, but the conclusions are
brief and they do in effect summarize the entire utterance.
There was a time when the question of inheritance was less con
siderable in this country than it is today. Now we have come into
a time of great wealth which in the very nature of things must be
passed on from generation to generation, and therefore the coun
try is faced by a problem that must be answered. Here are the
conclusions which the speaker reached:

Inheritance and
Wealth

“ 1. In the past century unprecedented economic advance has been due
in the main to the greater use of invention and fixed capital. This has, in
turn, made new accumulation of savings possible, and has been made
possible by the growing fund of accumulation. In this accumulation the
principle of inheritance or bequest has played an important part. Where
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there has been freedom from the shackles of a family diffusion system the
greater progress has been possible. The individual motives which are
operative under such a system are stronger than ever, but operate over a
diminishing part of the field; they are also stronger over a short period, and
of diminishing effect over a long period of time. In other words, com
munal saving via company reserves (not subjected to the individual voli
tion for saving against spending) and via repayment of debt through funds
derived from taxation, and via large capital efforts (housing, &c.) partly
financed through taxation, is an increasing proportion of the total.
Although some of the values set up by such collective sums may figure in
individual estate values, they are not created or destroyed by interference
with or promotion of the right of inheritance.
“2. The remaining considerable section of capital accumulation is still
powerfully affected by inheritance rights, and would be more affected than
heretofore by interference with rights in the direct line, though less
affected than hitherto by rights out of that line. More considerable
changes might be made in the width of the rights than hitherto without
seriously affecting accumulation. On the other hand, the time element is
changing—accumulation is just as sensitive in the immediate provision and
immediate rights of family enjoyment but less sensitive to change (by
restriction or encouragement) in the most remote rights.
“3. The sense of ‘social injustice’ is directed against inequality of
wealth, of which inequality through inheritance is not now the larger part.
This sense, if limited to inheritance features, has less economic reaction
than is generally supposed. In any case, it is a sense which is not scien
tifically based. I think it probable that, through the inequalities due to
the system in which inheritance has a part, the average man has a slightly
smaller proportionate share of the aggregate than he would have had if
there had been no inheritance system, but a substantially larger absolute
amount, because he shares a larger aggregate or better standard of life
than he would have had under a system with no such aid to accumulation.
Whether in these circumstances he is justified in having a sense of injustice,
whether it is better for human welfare to have a low standard without
envy, or a higher one with envy, is a matter lying beyond economics in the
sphere of social psychology and philosophy.
“4. The particular claims for unlimited rights of bequest, as settling the
best economic direction and control, are gradually losing their force.
“5. The principles upon which death duty taxation is at present based,
though they may be the best available when administrative aspects are
included, might be improved upon by closer regard to the foregoing
analysis. The actual sum now being raised is not necessarily more harmful
economically than a similar sum raised by additional income tax, but it is
more repressive in accumulation than the same sum would be if a less sum
were raised at lower rates on the first succession and the balance were
raised at higher rates on succeeding successions.”

The calm consideration in this manner of a subject too often
regarded as a football in taxation and as a bombshell in radical
politics most assuredly has for accountants a value that is not
merely intellectual.
The report of the committee appointed
by the British parliament to make rec
ommendations for amendments in the
companies’ acts of the United Kingdom has been forwarded to the
president of the board of trade and by him to the parliament. The
companies’ acts of Great Britain constitute the legislation under

British Companies*
Acts Amendments
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which all corporate activity is conducted in that country, and it
has been the policy of parliament from time to time to ask for
suggestions for the betterment of the acts so that the commerce of
the kingdom might be assisted in every possible way. The British
have ever been desirous of furthering the development of their
trade, and in consideration of such legislation as the companies’
acts there has been rather less of what we should call politics and
rather more statesmanship than in many other classes of legisla
tive enactment. The committee which has been considering the
question during the past year included one chartered accountant
and one incorporated accountant, the former William Cash and
the latter Sir James Martin. The committee has been at work for
many months and has conducted several hearings. The recom
mendations which are of interest to accountants on this side of the
Atlantic are chiefly those which relate to the election, duties and
responsibilities of auditors. On this subject the committee says:
“We are of opinion that in general the law as it stands with regard to the
powers and duties of auditors is satisfactory. It would be a mistake in
our view to attempt further to define these by statute having regard to the
multifarious circumstances which in practice arise. It appears to us far
better that the law should retain its elasticity in this respect than that an
attempt should be made to confine it within the bounds of a rigid formula.
Cases in which auditors fall below the level of their duty are few and far
between. On the other hand, we consider that the protection which the
ordinary ‘wilful default’ clause gives to auditors, as was decided in the
City Equitable case, is as unwarranted as it is in the case of directors, and
we recommend that it should be forbidden. As a corollary to this, we
consider that auditors should be entitled to relief under sect. 279 in the
same manner as directors.
“Certain of the alterations in the law which we have recommended on
the subject of accounts will strengthen the position of auditors by giving
statutory sanction to what is already the best professional practice.”

The extremely interesting judgment to
which this section of the report refers
was rendered on July 11, 1924, in the
The substance of the decision is expressed in the

Extent of
Responsibility
court of appeal.
following words:

“I then come to consider whether or not . . . the conduct of Mr.
Lepine was wilful so as to render him responsible, or is he relieved by the
terms of article 150? Now we find the auditor confronted with a lot of
deceit. We find him fulfilling year by year his duty in a manner which
has certainly received the praise of those who have given evidence about
it and of the learned judge who heard the whole of the facts. We find
that on a number of occasions he was successful in putting what was
wrong, or attempting to put what was wrong, right, and therefore you
find that so far as his will and volition went he was attempting to do
his duty. Under those circumstances where you find a default which has
been made, and you find an error of judgment in accepting as trustworthy
what is now proved to be untrustworthy can you say . . . that he has
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been guilty of wilful neglect or default? For my part, for the reasons
which I have indicated and upon the evidence to which I have called
attention it seems to me impossible so to characterize Mr. Lepine’s con
duct. He did not, to my mind, shut his eyes to conduct which ne thought
needed criticism; what he did was, in common with a great number of
other persons, he thought the people he was dealing with were trustworthy,
and, as pointed out in the cases cited to us, but which I do not stop to
actually quote, it has been pointed out again and again that he is entitled
to accept the statements which were made to him by those whom he was
entitled to trust when he has no reason, or call, for suspicion. It appears
to me that the learned judge has quite rightly and accurately applied the
law to the facts when he says this: ‘ If in certain matters he fell short of his
real duty, it was because, in all good faith, he held a mistaken belief as to
what that duty was,' and that the auditor conducted the audits honestly
and carefully. He made an error of judgment, an error of judgment which
might have caused the company, or the directors of the company, to take
a different course, and might have possibly saved some portion of the
disaster, but in what he did I cannot find that he was guilty of wilful mis
conduct, and therefore it appears to me section 150 protects him. In
those circumstances it appears to me that the learned judge was right in
the judgment that he has given, and that this appeal ought to be dis
missed, and dismissed with costs."

Section 279 to which reference is made above reads as follows:
"If in any proceeding against a director, or person occupying the
position of director, of a company for negligence or breach of trust it
appears to the court hearing the case that the director or person is or may
be liable in respect of the negligence or breach of trust, but has acted
honestly and reasonably, and ought fairly to be excused for the negligence
or breach of trust, that court may relieve him, either wholly or partly,
from his liability on such terms as the court may think proper.”

We come now to a recommendation by
the committee which seems to us the
most important in the whole report—at
least it is so from the point of view of the auditor. The report says:

To Protect the
Auditor

"The City Equitable case has also drawn attention to the question of the
duties of auditors in connection with the verification of securities belonging
to the company. It has been suggested to us that the certificate which an
auditor should be entitled to accept as to the existence and custody of the
company’s securities should be fixed by statute, e. g., the certificate of a
bank. The evidence does not in our opinion show that any such change in
the law is required. Circumstances may justify the acceptance of a cer
tificate in one case which a careful auditor would refuse to accept in
another, and we would prefer to see the matter left to the ordinary law of
negligence which is sufficiently elastic to meet all cases as they arise.
Our recommendation with regard to ‘wilful default’ clauses in articles
gives point to this argument.
“ We recommend that—
“(I) The provision mentioned in paragraph 47 above with regard to
directors’ liability for negligence or breach of duty should be extended to
auditors and sect. 279 should be amended so as to include auditors.
“(II) Except in the case of private companies, partners and employees
of directors or other officers of the company should be ineligible for ap
pointment as auditors.’’

Here is the crux of the whole matter. If the directors are to be
exonerated from responsibility for errors or omissions of which
they are unaware; if the so-called “wilful default’’ clause is to
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relieve them from substantial or moral obligation, it is certainly
only fair that a similar relief should be extended to the accountant
in cases where the neglect or default is conclusively proven to be
innocent of intent. Every accountant knows that the shrewd and
unscrupulous client may at times be able to mislead if not actually
to deceive. The accountant can do his best to exercise reasonable
care and diligence, and if he does that it is perfectly natural that
he should feel that he has done his duty. Attempts which have
been made in the British courts to place the responsibility for
error upon the accountant when the accountant has done all that
is required by established practice have invariably led to judg
ment for the defendant. If the introduction of the committee’s
recommendation in the English companies’ acts will make clear the
true measure of responsibility which rests upon any professional
man a great reform will have been accomplished. The account
ant should be responsible when he is wilfully negligent or grossly
careless, but only those who regard an accountant as infallible can
believe that perfection should be expected of him when it is not
expected of any other man. The recommendations of the parlia
mentary committee seem to us to say that the accountant must do
his professional duty and that he must be protected when he has
done it.

AMERICAN INSTITUTE OF ACCOUNTANTS
TRIAL BOARD
At a regular meeting of the council of the American Institute of Accountants
at Washington, D. C., September 20,1926, the council, upon motion, adjourned
to convene as a trial board to hear charges of unprofessional conduct which had
been made against a member of the Institute. The charges were presented
by the Institute’s counsel. The defendant was present in person, accompanied
by counsel.
The charges involved certain allegations of fraud against another member of
the Institute which the defendant member had not been able to substantiate.
After presentation of the evidence and the defense the defendant and his counsel
were excused and the trial board went into executive session.
After discussion of the case it was resolved that the defendant be found
guilty as charged. It was also resolved that the defendant be advised of the
finding of the trial board and that the penalty imposed be a reprimand and
warning against further conduct of the same kind.
It was resolved that in publication of the report of this trial the name of
complainant and defendant be omitted.
The defendant was then recalled to the room and received the judgment and
admonition of the trial board.
The trial board adjourned and the council reconvened.

371

Income-tax Department
Edited by Stephen G. Rusk
As has been pointed out in this department on several occasions, accountants
handling tax cases for their clients find it necessary at times to revolutionize
their ideas that two and two equal four. It is not difficult, upon absorbing
the entire subject of federal income and estate taxation, clearly to compre
hend the intent of the language of the law. Having equipped himself with
this lore, an accountant is sometimes prone to neglect to consult closely the
language of a given provision of the law. Placing one’s faith in a clear under
standing of the theory upon which the taxation is founded, one does not see
at once the loopholes provided in the language by which the intent is supposed
to be revealed.
If one realizes that congress intended to allow taxpayers a certain amount
of relief because of amortization of war facilities, and one should find that the
abnormal prices at which such facilities were acquired during the war period
were maintained until years after the close of the war, this one, if an accountant,
would probably conclude that no amortization was sustained on these facili
ties. A lawyer, however, would examine closely the language of the act; would
take account of the fact that for several months after the armistice was signed
the prices of these facilities were temporarily but materially lower than at the
date of their acquisition, and base his case accordingly. An eminent lawyer
once told the writer that, in his opinion, the amortization sections of the acts
of 1917 and 1918 were open to several constructions, not necessarily one that
would accord with accountancy theory.
A lawyer would take cognizance of every defect in the language supposed
to reveal the intent. He would then build his case, based on a theory which
in a minute degree, but effectively, seemed to show that congress had intended
something a bit different than that which was commonly accepted. How
many cases have we seen successfully brought to issue on some such apparently
trivial defect!
This is not written with the thought that all accountants are not alert to
this view of the law, for we have heard that the almost successful attempt to
upset the commissioner’s theory that income tax is a liability for the year in
which the things occur upon which the tax is predicated was initiated by a
certified public accountant (a woman, we have heard). Once the question
was raised, we all saw the force of the arguments underlying her interpreta
tion, and we realized how vulnerable was the commissioner’s position, but
as his theory was so eminently in accord with our accountancy theory and
practice, we realized that we had failed to note that the law itself was subject
to more than one interpretation.
How many of us accountants would have thought that the method pre
scribed by the commissioner for computing excess-profits graduated taxes
would be subjected to question? His method seemed so logical and clear and
so in accordance with our own method of making such calculations that we
did not carefully scan the language of the original act to see whether or not
this method was that which congress intended. As it turned out, this theory
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and method prevailed, but only after several astute lawyers directed the at
tention of the courts (in litigation on the subject) to the fact that the com
missioner’s method was not strictly in accordance with the language of the act.
It behooves us always to examine the law carefully—painstakingly; to
ponder well as to whether the accepted interpretation is the correct one. Too
much reliance must not be put upon the commissioner’s interpretations, nor
must one rely on one’s own preconceived notions as to what is meant by that
which is written into the law.

SUMMARY OF RECENT RULINGS
Where a partnership composed of former stockholders of a corporation re
ceived the surplus of the corporation on its liquidation in 1919 under an agree
ment that the surplus should be continued in use by the partnership without
any distribution thereof whatever until the firm should be dissolved, the trans
action was a distribution of assets, and the surplus so distributed was taxable
income for the year 1919, and if the regulations are to be construed as exempt
ing such surplus from taxation, they are void to that extent.
There is a distinction between a dividend as generally understood and a
distribution in liquidation, and a surplus assignable to a stockholder in
circumstances set forth in preceding paragraph was such a distribution, and
the profit realized on the transaction was taxable. (Circuit court of appeals,
sixth circuit, George Langstaff v. Robert H. Lucas, collector.)
Where the only fact averment was the amount of the estate tax returned,
the amount found by the commissioner and the amount determined on appeal
to the board of tax appeals, the taxpayer’s demurrer for failure to state a cause
of action was sustained, as the commissioner’s finding does not constitute a
prima facie case after the board has reached a different result. (United States
district court of Pennsylvania, United States v. Rodenbough, executor.)
Interest paid by a corporation in 1918, accrued for ten years prior, is de
ductible though never charged on the books before 1918. (United States
district court, W. D. of eastern district of Arkansas, Jungkind Photo Supply Co.
v. H. L. Remmel, collector.)
Income from personal property received by executor, beneficially belong
ing to exempt corporations, was not taxable under 1918 act. (United States
district court, S. D. of New York, Executors of estate of Margaret Olivia Sage v.
Bowers, collector.)

Corporation keeping books on an accrual basis (clearly reflecting income),
and having made return on such basis, may not change to cash basis for 1917
part of fiscal year ending in 1918. (United States district court, S. D. of New
York, W. S. Barstow & Co., Inc., v. Bowers, collector.)
Mechanics’ liens have priority over federal income taxes assessed subsequent
to the filing of the liens. (United States district court, N. D. of New York,
In re Caswell Construction Co., Inc.)

TREASURY RULINGS
(T. D. 3872, May 21, 1926)

Article 681: Reserve funds
Income Tax—Act of 1913—Decision of Supreme Court
1. Income—Deduction—Insurance company—Dividend—Premium
Overpayments of premiums by preferred dividend policyholders
in 1912, which were ascertained in 1913 and added to the amount
held for future distribution, are not deductible from income for the
year 1913 under section II G (b) of the act of 1913 as an amount paid
back or credited to an individual policyholder within the year.
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2. Deduction—Loss—A mortization—Securities—Bonds
Additions to a fund for the purpose of amortizing bonds purchased
at a premium are not deductible as a loss sustained within the year
under the provisions of section II G (b) of the act of 1913, since no
loss is ascertainable until the bonds are sold or paid off.

3. Deduction—Reserve funds
The estimated value on December 31, 1913, of future premiums,
which were waived on policies after proof of total or permanent dis
ability, is not deductible as a net addition to a reserve required by
law, although required by the state superintendent of insurance to
be reported and carried as a liability.
4. Same—Unreported losses
A special fund required by the state superintendent of insurance to
meet unreported losses of policyholders who died during the calendar
year, but whose deaths were not reported before the end of the year,
is not deductible as a net addition to a reserve required by law, as the
item was not reserved from premiums to meet policy obligations at
maturity, although it represented a liability.
5. Same—Annuities
Additions to a fund set aside to provide for payment of annuities
to former soliciting agents of the company are not deductible as a net
addition to a reserve required by law, as compensation of soliciting
agents has no relation to the reserve held to meet maturing policies.

The following decision of the United States supreme court in the case of

New York Life Insurance Co. v. Edwards, collector, is published for the in

formation of internal-revenue officers and others concerned.

Supreme Court

of the

United States

712. New York Life Insurance Co., petitioner, v. William H. Edwards, as
collector of internal revenue, etc.

804. William H. Edwards, as collector of internal revenue for the second district
of New York, petitioner, v. New York Life Insurance Co.
[April 19, 1926.]
On writs of certiorari to the United States circuit court of appeals for the
second circuit.
Mr. Justice McReynolds delivered the opinion of the court.

The insurance company brought suit in the district court at New York to
recover of Edwards, collector, the alleged excessive sum demanded of it as
income tax for the year 1913 and obtained judgment for a part. (3 Fed. (2d),
280.) The circuit court of appeals affirmed this except as to one item. (8 Fed.
(2d), 851.) Both parties are here by certiorari, and five questions require
consideration. All involve the construction or application of the revenue act
of October 3, 1913 (ch. 16, 38 Stat., 114, 172). Section II G (a) imposed an
annual tax of 1 per centum upon the net income of “every insurance company
organized in the United States,” and (b) directed:
“Such net income shall be ascertained by deducting from the gross amount
of the income of such . . . insurance company, received within the year
from all sources, (first) all the ordinary and necessary expenses paid within
the year in the maintenance and operation of its business and properties, in
cluding rentals or other payments required to be made as a condition to the
continued use or possession of property; (second) all losses actually sustained
within the year and not compensated by insurance or otherwise, including
a reasonable allowance for depreciation by use, wear and tear of property, if
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any; . . . and in case of insurance companies the net addition, if any, re
quired by law to be made within the year to reserve funds and the sums other
than dividends paid within the year on policy and annuity contracts: Provided,
That . . . life insurance companies shall not include as income in any year
such portion of any actual premium received from any individual policyholder
as shall have been paid back or credited to such individual policyholder, or
treated as an abatement of premium of such individual policyholder, within
such year ...”
1. The company, a New York corporation without capital stock, does busi
ness on the mutual, level premium plan, and issues both “annual dividend”
and “deferred dividend” policies. Under this plan each policyholder pays
annually in advance a fixed sum which, when added to like payments by others,
probably will create a fund larger than necessary to meet all maturing policies
and estimated expenses. At the end of each year the actual insurance costs
and expenses incurred are ascertained. The difference between their sum
and the total of advance payments and other income then becomes the “over
payment” or surplus fund for immediate pro rata distribution among policy
holders as dividends or for such future disposition as the contracts provide.
An “annual dividend” policyholder receives his proportionate part of this
fund each year in cash or as a credit upon or abatement of his next premium.
“Deferred dividend” or, as sometimes called “distribution” policies provide:
“That no dividend or surplus shall be allowed or paid upon this policy,
unless the insured shall survive until completion of its distribution period, and
unless this policy shall then be in force. That surplus or profits derived from
such policies on the distribution policy plan as shall not be in force at the date
of the completion of their respective distribution periods shall be apportioned
among such policies as shall complete the distribution periods.”
. Accordingly, all overpayments by deferred dividend policyholders must
await apportionment until the prescribed period ends; and no one of them will
receive anything therefrom if his policy lapses or if he dies before that time.
The whole of this fund goes to the survivors.
Overpayments by deferred dividend policyholders for 1912 amounted to
$8,189,918. The collector refused to deduct this sum from the total receipts,
and demanded the prescribed tax of 1 per centum thereon. We think he acted
properly. Both courts below so held.
The applicable doctrine was much considered in Penn Mutual Life Insurance
Co. v. Lederer (252 U. S., 523 [T. D. 3046, C B 3, 249]). We there pointed out
the probable reason for the permitted noninclusion in the net income of a life
insurance company of “such portion of any actual premium received from any
individual policyholder as shall have been paid back or credited to such indi
vidual policyholder, or treated as an abatement of premium of such individual
policyholder, within such year.” Here it is insisted that within the meaning
of the quoted provision each deferred dividend policyholder’s overpayment
was actually credited to him during the year; but we can not accept this theory.
The aggregate of all such payments was held for distribution among policyholders alive at the end of the period. The receipts for the year were not really
diminished.
2. The company owned many bonds, etc., payable at future dates, purchased
at prices above their par values, and to amortize these premiums a fund was
set up. It claimed that an addition to this fund should be deducted from gross
receipts. The district court thought the claim well founded, but the circuit
court of appeals took another view. Unless the addition amounted to a loss
“actually sustained during the year” no deduction could be made therefor.
Obviously, no actual ascertainable loss had occurred. All of the securities
might have been sold thereafter above cost. The result of the venture could
not be known until they were either sold or paid off.
3. In 1910 the company introduced a clause into some policies by which it
agreed to waive payment of premiums after proof of total and permanent
disability. The estimated value on December 31, 1913, of future premiums
so waived amounted to $16,629. It claimed this should be added to the reserve
fund and deducted from gross income. Insurance companies may deduct “the
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net addition, if any, required by law to be made within the year to reserve
funds.”
The pertinent portion of the agreed statement of facts follows:
In 1910 the plaintiff introduced into some of its contracts of life insurance a
clause under which it agreed that upon receipt, before default in the payment
of premium, of due proof that the insured had become totally and permanently
disabled, the plaintiff would waive payment of any premium thereafter falling
due. In taking its account at the end of the calendar year 1913, the plaintiff
had then received due proof that the insured under a number of these policies
were totally and permanently disabled in accordance with the terms of said
contracts providing for the waiver of the payment of future premiums. The
value at December 31, 1913, of the future premiums waived on account of
total and permanent disability was the sum of $16,629. The value at Decem
ber 31, 1912, of the future premiums so waived was the sum of $5,637.
In the calculation of the general reserve fund at the end of any calendar
year, the company and the insurance department of the state of New York
make the computation by deducting from the value of the contractual benefits
under each policy the then value of all future premiums under the policy.
The general reserve fund of the plaintiff stated in its annual statement is thus
the reserve computed by deducting the value of all future premiums from the
valuation of all policy obligations. But, under the policies on the lives of
those who had become totally and permanently disabled and whose contracts
provided for the waiver of the payment of future premiums, no future pre
miums will be received by the plaintiff and, therefore, the net reserve reported
for these policies is understated to the extent of the value of these future pre
miums.
In the official blank for the plaintiff’s annual statement to be used at Decem
ber 31, 1913, there was an item of liabilities, No. 9-a, entitled, “Present value
of future premiums waived on account of total and permanent disability,”
and in the plaintiff’s annual statement the sum reported under this item was
$16,629 at December 31, 1913. The sum of $16,629 reported under item
No. 9-a was not included in the plaintiff’s general reserve. In the official
blank for use at December 31, 1912, there was no such item as No. 9-a, and
the plaintiff included the value at December 31, 1912, of future premiums
waived on account of total and permanent disability (viz, $5,637) as a part
of the general reserve at that date.
If said sum of $5,637 had not been included as a part of the general reserve
at December 31, 1912, the net addition to the value of future premiums waived
on account of total and permanent disability would have been the excess of
$16,629 over $5,637. Since, however, owing to the change in the form of the
official blank, the said $5,637 was deducted as a part of the plaintiff’s general
reserve in obtaining the net addition to the general reserve, the sum to use
in obtaining the net addition to the value of future premiums waived on ac
count of total and permanent disability in the sum of $16,629.
The circuit court of appeals held the deduction should have been allowed,
but we think otherwise.
The superintendent of insurance of New York required this item to be re
ported as a liability and did not treat it as part of the general reserve. Upon
the agreed facts we can not say that it was part of any reserve required by
the laws of New York. There is nothing to show how “the value of the con
tractual benefits" under these policies was arrived at, and, considering the
evidence presented, we must accept the superintendent’s conclusion. The
company has not shown enough to establish its right to the exemption.
4. A number of policyholders died during the calendar year, but their deaths
were not reported before it terminated. The superintendent of insurance re
quired the company to set aside a special fund to meet these unreported losses,
and it claimed that this was an addition to the reserve fund required by law.
We think this claim was properly rejected by the commissioner, although the
courts below held otherwise. McCoach v. Insurance Co. of North America
(244 U. S., 585) and United States v. Boston Insurance Co. (U. S.), (Novem
ber 23, 1925 [T. D. 3792, bulletin V-1, 24]) pointed out that “the net addi
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tion, if any, required by law to be made within the year to reserve funds”
does not necessarily include whatever a state official may so designate; that
“reserve funds” has a technical meaning. It is unnecessary now to amplify
what was there said. The item under consideration represented a liability
and not something reserved from premiums to meet policy obligations at
maturity.
5. The company also claimed deduction for additions to a fund set aside
to provide for payment of annuities to former soliciting agents as provided
by their contracts of employment. The commissioner properly rejected this
item, although both courts below held a different view. The agreed statement
of facts shows:
The plaintiff has a form of contract of employment with many of its solic
iting agents under which, if such agents for a period of 20 years continuously
devote their entire time, talents, and energies in soliciting applications for
insurance, and if they shall for the 20 years accomplish certain prescribed
minimum results, then at the end of 20 years of such service each such agent
becomes entitled to an income for life payable monthly, the amount of the
payment being based upon the results obtained by each such agent during the
20-year period. The laws of New York require the superintendent of insur
ance, in making a valuation of the obligations of the plaintiff, to value annuities
on the standard of McClintock’s “Table of mortality among annuitants,”
with interest not exceeding 4 per centum per annum. Said superintendent
of insurance, after making an examination of the plaintiff and valuing its
liabilities, required the plaintiff to carry, and it does carry, a fund to meet its
said liabilities on said contracts with its soliciting agents; and this fund it
increased during the year 1913. The net addition to said fund for said year
was the sum of $160,641, which the plaintiff, in making its said return, de
ducted from gross income under that clause of the law which authorizes a life
insurance corporation to deduct the net addition required by law to be made
within the year to reserve funds. But in amending said return the com
missioner refused to allow said deduction, and thereby made the plaintiff’s
net income for the year appear to be $160,641 more than it would have been if
said deduction had been allowed, and he assessed and collected an additional
tax on account thereof accordingly in the sum of $1,606.41, which forms a part
of the tax in controversy in this suit.
As pointed out above, the term “reserve funds,” in the taxing act, has a
technical meaning. The compensation which an insurance company agrees
to pay soliciting agents has no relation to the reserve held to meet maturing
policies; and when it sets aside a fund to provide payments to such agents
this can not be regarded as a reserve within intendment of the statute.
The judgment below must be reversed. The cause will be remanded to the
district court for further proceedings in harmony with this opinion.

(T. D. 3921, August 27, 1926)

Article 42: Sale of personal property on instalment plan.
Income Tax
Sales of personal and real property on instalment plan and de
ferred-payment sales of real property not on instalment plan.
Sections 212 (d), 232, and 1208 of the revenue act of 1926, pertaining to sales
of personal and real property, provide as follows:
Sec. 212. (d) Under regulations prescribed by the commissioner with the
approval of the secretary, a person who regularly sells or otherwise disposes
of personal property on the instalment plan may return as income therefrom
in any taxable year that proportion of the instalment payments actually re
ceived in that year which the total profit realized or to be realized when the
payment is completed, bears to the total contract price. In the case (1) of a
casual sale or other casual disposition of personal property for a price exceed
ing $1,000, or (2) of a sale or other disposition of real property, if in either case
the initial payments do not exceed one-fourth of the purchase price, the income
may, under regulations prescribed by the commissioner with the approval of
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the secretary, be returned on the basis and in the manner above prescribed
in this subdivision. As used in this subdivision the term “initial payments”
means the payments received in cash or property other than evidences of
indebtedness of the purchaser during the taxable period in which the sale or
other disposition is made.
Sec. 232. In the case of a corporation subject to the tax imposed by section
230 the term “net income” means the gross income as defined in section 233
less the deductions allowed by sections 234 and 206, and the net income shall
be computed on the same basis as is provided in subdivisions (b) and (d) of
section 212 or in section 226. In the case of a foreign corporation or of a cor
poration entitled to the benefits of section 262 the computation shall also be
made in the manner provided in section 217.
Sec. 1208. The provisions of subdivision (d) of section 212 shall be retro
actively applied in computing income under the provisions of the revenue
act of 1916, the revenue act of 1917, the revenue act of 1918, the revenue act
of 1921, or the revenue act of 1924, or any of such acts as amended. Any tax
that has been paid under such acts prior to the enactment of this act, if in
excess of the tax imposed by such acts as retroactively modified by this section,
shall, subject to the statutory period of limitations properly applicable thereto,
be credited or refunded to the taxpayer as provided in section 284.
SALE OF PERSONAL PROPERTY ON INSTALMENT PLAN

Dealers in personal property ordinarily sell either for cash or on the personal
credit of the purchaser or on the instalment plan. Dealers who sell on the
instalment plan usually adopt one of four ways of protecting themselves in case
of default:
(a) By an agreement that title is to remain in the vendor until the pur
chaser has completely performed his part of the transaction;
(b) By a form of contract in which title is conveyed to the purchaser im
mediately, but subject to a lien for the unpaid portion of the purchase price;
(c) By a present transfer of title to the purchaser, who at the same time exe
cutes a reconveyance in the form of a chattel mortgage to the vendor; or
(d) By conveyance to a trustee pending performance of the contract and
subject to its provisions.
The general purpose and effect being the same in all of these cases, the same
rule is uniformly applicable. The rule prescribed is that a person who regu
larly sells or otherwise disposes of personal property on the instalment plan,
whether or not title remains in the vendor until the property is fully paid for,
may return as income therefrom in any taxable year that proportion of the
instalment payments actually received in that year which the total or gross
profit (that is, sales less cost of goods sold) realized or to be realized when the
property is paid for bears to the total contract price. Thus the income of a
dealer in personal property on the instalment plan may be ascertained by
taking as income that proportion of the total payments received in the taxable
year from instalment sales (such payments being allocated to the year against
the sales of which they apply) which the total or gross profit realized or to be
realized on the total instalment sales made during each year bears to the total
contract price of all such sales made during that respective year. No pay
ments received in the taxable year shall be excluded in computing the amount
of income to be returned on the ground that they were received under a sale the
total profit from which was returned as income during a taxable year or years
prior to the change by the taxpayer to the instalment basis of returning income.
Deductible items are not to be allocated to the years in which the profits from
the sales of a particular year are to be returned as income, but must be deducted
for the taxable year in which the items are paid or incurred, or paid or accrued,
as provided by section 200 (d) of the revenue act of 1926.
In the case of a casual sale or other casual disposition of personal property
for a price exceeding $1,000, income may be returned on the instalment basis
provided the payments received in cash or property other than evidences of
indebtedness of the purchaser during the taxable year in which the sale or other
disposition is made do not exceed one-fourth of the purchase price.
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If for any reason the purchaser defaults in any of his payments, and the
vendor returning income on the instalment basis repossesses the property, the
entire amount received on instalment payments and retained by the vendor,
less the profits previously returned as income, will be income of the vendor for
the year in which the property is repossessed, and the property repossessed
must be included in the inventory of the vendor at its original cost, less proper
allowance for damage and use, if any.
If the vendor chooses as a matter of consistent practice to return the income
from instalment sales on the straight accrual or cash receipts and disburse
ments basis, such a course is permissible.
The foregoing provisions shall be retroactively applied in computing income
from the sale of personal property under the revenue acts of 1916, 1917, 1918,
1921 and 1924, or any such acts as amended. Any dealer in personal property
on the instalment plan whose books of account contain adequate information
and were kept so that income can be accurately computed on the instalment
basis may file amended returns accordingly, and the excess of the amount of
any tax previously paid over the tax as computed on the instalment basis as
herein provided shall, subject to the statutory period of limitations properly
applicable thereto, be credited or refunded.
SALE OF PROPERTY IN LOTS

Where a tract of land is purchased with a view to dividing it into lots or
parcels of ground to be sold as such, the cost or other basis shall be equitably
apportioned to the several lots or parcels and made a matter of record on the
books of the taxpayer, to the end that any gain derived from the sale of any
such lots or parcels which constitutes taxable income may be returned as
income for the year in which the sale is made. This rule contemplates that
there will be a measure of gain or loss on every lot or parcel sold, and not
that the capital in the entire tract shall be extinguished before any taxable
income shall be returned. The sale of each lot or parcel will be treated as a
separate transaction, and gain or loss computed accordingly.
SALE OF REAL PROPERTY INVOLVING DEFERRED PAYMENTS

Under section 212 (d) of the revenue act of 1926 deferred-payment sales of
real property fall into two classes when considered with respect to the terms of
sale, as follows:
(1) Sales of property on the instalment plan; that is, sales in which the
payments received in cash or property other than evidences of indebtedness of
the purchaser during the taxable year in which the sale is made do not exceed
one-fourth of the purchase price.
(2) Deferred-payment sales not on the instalment plan; that is, sales in
which the payments received in cash or property other than evidences of
indebtedness of the purchaser during the taxable year in which the sale is made
exceed one-fourth of the purchase price.
Sales falling within class (1) and class (2) alike include (a) agreements of
purchase and sale which contemplate that a conveyance is not to be made at
the outset, but only after all or a substantial portion of the purchase price has
been paid, and (b) sales where there is an immediate transfer of title, the
vendor being protected by a mortgage or other lien as to deferred payments.
In the sale of mortgaged property, the amount of the mortgage, whether the
property is merely taken subject to the mortgage or whether the mortgage is
assumed by the purchaser, shall not be considered as a part of the ‘‘initial
payments” or of the “total contract price,” but shall be included as part of the
“purchase price,” as those terms are used in section 212 (d) of the revenue act
of 1926 and in this treasury decision. Commissions and other selling expenses
paid or incurred by the vendor are not to be deducted or taken into account in
determining the amount of the “initial payments,” the “total contract price,”
or the “purchase price.”
SALE OF REAL PROPERTY ON INSTALMENT PLAN

In transactions included in the first class of deferred-payment sales the
vendor may return as income from such transactions in any taxable year that
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proportion of the instalment payments actually received in that year which the
total profit realized or to be realized when the property is paid for bears to the
total contract price.
If for any reason the purchaser defaults in any of his payments, and the
vendor returning income on the instalment basis repossesses the property, the
entire amount received on instalment payments and retained by the vendor,
less the sum of the profits previously returned as income and an amount
representing proper adjustment for exhaustion, wear and tear, obsolescence,
amortization, and depletion of the property while in the hands of the purchaser,
will be income of the vendor for the year in which the property is repossessed,
and the basis of the property in the hands of the vendor will be the original
basis at the time of the instalment sale.
If the vendor chooses as a matter of consistent practice to return the income
from instalments sales on the straight accrual or cash receipts and disburse
ments basis, such a course is permissible, and the sales will be treated as de
ferred-payment sales not on the instalment plan.
DEFERRED-PAYMENT SALES OF REAL PROPERTY NOT ON INSTALMENT PLAN

In the second class of deferred-payment sales the obligations of the pur
chaser received by the vendor are to be considered as the equivalent of cash to
the amount of their fair market value in ascertaining the profit or loss from the
transaction.
If the vendor had retained title to the property and the purchaser defaults in
any of his payments, and the vendor repossesses the same by agreement or
process of law, the difference between (1) the entire amount of the payments
actually received on the contract and retained by the vendor and (2) the sum of
the profits previously returned as income in connection therewith and an
amount representing proper adjustment for exhaustion, wear and tear, obso
lescence, amortization, and depletion of the property while in the hands of the
purchaser will constitute gain or loss, as the case may be, to the vendor for the
year in which the property is repossessed, and the basis of the property in
the hands of the vendor will be the original basis at the time of the sale. If
the vendor had previously transferred title to the purchaser and the purchaser
defaults in any of his payments and the vendor reacquires the property, such
repossession shall be regarded as a transfer by the vendor, in exchange for the
property, of so much of the face value of the purchaser’s obligations as are
applied by the vendor to the purchase or bid price of the property. Such an
exchange will be regarded as having resulted in the realization by the vendor of
gain or loss, as the case may be, for the year of repossession, measured by the
difference between the fair market value of the property and the face value of
those obligations of the purchaser which were applied by the vendor to the
purchase or bid price of the property to the extent that the fair market value
thereof was previously recognized in computing income. The fair market
value of the property shall be presumed to be the amount for which it is bid in
by the vendor in the absence of clear and convincing proof to the contrary. If
the property so acquired is subsequently sold, the basis for determining gain or
loss is the fair market value of the property at the date of acquisition.
If the obligations received by the vendor have no fair market value, the
payments in cash or other property having a fair market value shall be applied
against and reduce the basis of the property sold, and, if in excess of such basis,
shall be taxable to the extent of the excess. Gain or loss is realized when the
obligations are disposed of or satisfied, the amount being the difference between
the reduced basis as provided above and the amount realized therefor.
RETROACTIVE APPLICATION

The provisions of this treasury decision shall be retroactively applied in
computing income under the revenue acts of 1916, 1917, 1918, 1921 and 1924,
or any of such acts as amended, in accordance with section 1298 of the revenue
act of 1926.
All rulings inconsistent herewith are hereby revoked.
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(T. D. 3920, August 27, 1926)

Article 1351: Suits for recovery of taxes erroneously collected
(Also section 231, article 517)

Income Taxes—Revenue Act of 1924—Decision of Court
1. Injunction—Exempt institutions—Section 3224, R. S.
Under section 3224, R. S., injunction will not issue to restrain
the assessment and collection of taxes from a voluntary religious
association, although it is exempt from taxes under section 231 of
the revenue act of 1924.
2. Actions—Claim for refund—Section 3226, R. S.
Under section 3226, R. S., no action for the recovery back of
taxes paid can be maintained unless after the payment of the tax a
claim for refund has been filed.
3. Decisions followed.
The decisions of the supreme court in the cases of Dodge v.
Osborn (240 U. S., 118, T. D. 2301), Graham v. Du Pont (262 U. S.,
234, T. D. 3486 [C. B. II-1, 226]), Bailey v. George (259 U. S., 16,
T. D. 3347 [C. B. I-2, 242]), and Rock Island Railroad v. U. S.
(254 U. S., 141) followed.
The following decision of the district court of the United States for the
western district of Michigan, in the case of Israelite House of David v. Holden,
collector, is published for the information of internal-revenue officers and others
concerned.
United States District Court, Western District of Michigan
Israelite House of David v. Holden, collector

[June 16, 1926.]

Raymond, D. F.: The bill of complaint filed by plaintiff alleges that it is an

unincorporated voluntary religious association organized according to the
apostolic plan; that it has one common treasury or community fund; that it is
operated exclusively for religious and charitable purposes; and that by the
provisions of section 231 of the revenue act of 1924 it is expressly exempted
from taxation.
It is alleged that defendant, in disregard of plaintiff's right of exemption,
levied and collected from plaintiff a tax for the year 1924 in the sum of $947.06,
with interest, and it appears from the bill of complaint and admissions made at
the hearing that a penalty was also collected. It is also set forth that plaintiff
has protested to the commissioner of internal revenue and that its claimed
right of exemption has been denied by said commissioner. Plaintiff prays that
defendant be enjoined from imposing upon or collecting any tax from plaintiff
under the revenue act of 1924 and that plaintiff have judgment against defend
ant for the taxes, interest and penalty unlawfully exacted.
The matter is before the court upon motion to dismiss filed by defendant.
The substantial grounds of the motion are that plaintiff has an adequate
remedy at law, that the bill of complaint does not set forth any ground for
injunctive or other relief in a court of equity, and that the suit is brought for
the purposes of restraining the assessment and collection of taxes, contrary to
statutory provisions.
It seems clear that the bill of complaint states no cause of action of which
a court of equity can take jurisdiction. Section 3224 of the Revised Statutes
is as follows:
“ No suit for the purpose of restraining the assessment or collection of any
tax shall be maintained in any court.”
Counsel insists that this court of equity should determine the status of
plaintiff as it relates to the exemption provided by section 231. No case has
been cited or discovered which authorizes such a determination. The case of
Trinidad v. Sagrada Orden (263 U. S., 578), cited by plaintiff, was an action
at law. In the case of Kensett v. Stivers (10 Fed., 517), it was held that the

381

The Journal of Accountancy
collection of a tax can not be restrained by injunction in any court of equity
in the United States, however erroneously or illegally it may have been assessed,
if assessed by the proper officer. See also Dodge v. Osborn (240 U. S., 118) and
Graham v. Du Pont (362 U. S., 234). In the case of Bailey v. George (259 U. S.,
16), it was held by Chief Justice Taft that a bill to enjoin a levy and sale of
property to satisfy a penalty prescribed as a tax would not lie when it sets up
no extraordinary circumstances rendering section 3224 inapplicable and
exhibits no reason why the legal remedy of payment under protest and action
to recover would not be adequate. No reason is set forth in the bill in this case
why the legal remedy is not adequate, and it follows that relief in equity must
be denied.
The plaintiff prays for judgment against defendant for the taxes, interest
and penalty thereon claimed to have been illegally exacted from it. So far
as the relief thus prayed is concerned the plaintiff has an adequate remedy at
law. Equity rule 22 provides that if at any time it appears that a suit com
menced in equity should have been brought on the law side of the court it shall
forthwith be transferred to the law side and there proceeded with, with only
such alterations in the pleadings as shall be essential.
It is urged by counsel for defendant that the bill of complaint does not set
forth compliance with section 3226 of the Revised Statutes, in that it does not
appear that appeal has been duly made to the commissioner of internal revenue
and his decision had upon such appeal as a condition precedent to the main
tenance of suit.
Counsel for plaintiff relies upon the cases of Weaver v. Ewers (195 Fed.,
247), Loomis v. Wattles (266 Fed., 876), and Black v. Bolen (268 Fed., 427),
in each of which it was held that it was not necessary to file a claim for refund
after payment of the tax before commencing suit for its recovery where the tax
was paid under protest and the commissioner had previously ruled that the tax
should be paid.
This line of cases was expressly referred to in the case of Rock Island R. R.
v. U. S. (254 U. S., 141), and it was there clearly held that the words “on
appeal to him made” meant an appeal after payment. The following lan
guage was used:
“Men must turn square corners when they deal with the government. If
it attaches even purely formal conditions to its consent to be sued those con
ditions must be complied with. Lex non praecipit inutilia (Co. Lit., 127b)
expresses rather an ideal than an accomplished fact. But in this case we can
not pronounce the second appeal a mere form. On appeal a judge sometimes
concurs in a reversal of his decision below. It is possible, as suggested by the
court of claims, that the second appeal may be heard by a different person.
At all events, the words are there in the statute and the regulations, and the
court is of opinion that they mark the conditions of the claimant’s right.”
The rule laid down makes it clear that unless plaintiff can state a cause of
action at law which sets forth compliance with section 3226 as thus construed
by the supreme court, such action must be dismissed. The court can not,
however, at this time determine the sufficiency of such pleading, as its aver
ments may differ materially from those contained in the bill of complaint.
An order will be entered herein transferring this suit to the law side of the
court, with leave to plaintiff to file a declaration at law within 15 days from
this date; defendant to plead or file motion to dismiss within 15 days after
service of copy of such declaration has been duly made upon attorney for
defendant.
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AMERICAN INSTITUTE EXAMINATIONS

(Note.—The fact that these answers appear in The Journal of Account
ancy should not lead the reader to assume that they are the official answers of
the board of examiners. They represent merely the personal opinions of the
editors of the Students' Department.)

Examination in Auditing
May 13, 1926, 9 a. m. to 12.30 p. m.
The candidate must answer all the following questions:

No. 1 (10 points):
Is it within the province of the auditor to draw attention to the following?
(a) Inefficiency of office management and office staff.
(b) Slack methods of operating a working cash fund subject to cheque
signed by the treasurer alone.
(c) Apparently excessive compensation paid to officers.
(d) Deficiency in income taxes as claimed in “ deficiency letter. ”
(e) Purchase of its own capital stock by a corporation in its first year of
operation.
(State the reasons for your conclusions.)
Answer:

(a) Inefficiency of office management and office staff is a proper subject for
discussion with the management of the business. In most cases informal dis
cussion during the course of the audit, or, at most, a letter or supplementary
report will be the most advisable method of drawing attention to such ineffi
ciency. Rarely is it desirable to mention such things in the audit report,
unless a report thereon was contemplated as a part of the engagement.
(b) Slack methods of operating a working cash fund subject to cheque signed
by the treasurer alone, should, in practically every case, be brought to the at
tention of the management. This should be done by comments in the report or
by means of a separate communication, it being important for the auditor’s pro
tection that he be on record as having pointed out the undesirability of the
methods followed. If discrepancies have been discovered resulting from the
methods used, reference should be made in the report to the cause, provided
that the discrepancies are important enough to mention in the report; other
wise, it depends upon circumstances as to whether such matters should be men
tioned in the audit report or in a separate communication.
(c) Compensation paid to officers is a matter subject to the discretion of the
board of directors. It is usually advisable to set out officers’ compensation as a
separate item, and in so doing the auditor, having verified, of course, authoriza
tion of such compensation by the board of directors, has largely fulfilled his
responsibility.
(d) Claims by the treasury department for additional taxes for prior years
should always be carefully examined by the auditor. It would seem that some
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reference to such a claim, either by means of a footnote to the balance-sheet or
by comment in the report, should, without exception, be made. Some account
ants take the view that the auditor should attempt to determine whether the
claim is well founded and base his treatment of it with relation to his report
accordingly, omitting reference thereto or minimizing the importance thereof,
if the claim is in his opinion one which can be successfully opposed by the tax
payer. Others take the view that it is not the province of the auditor to pass
upon the validity of the claim and that, at most, the auditor should show the
claim and perhaps indicate his opinion as to whether it is one that is likely to be
successfully maintained by the department.
(e) The purchase of its own capital stock by a corporation in its first year of
operation should be commented upon in the report by the auditor. Stock
holders, prospective investors and creditors are entitled to such information to
determine whether or not their rights and interests are being jeopardized.
No. 2 (10 points):
A large concern, manufacturing several kinds of steel for commercial uses, has
mills in various cities. The materials and supplies which it uses comprise ores,
iron and steel in various forms, chemicals, precious metals, lime, coal and oil;
also small machine parts, tools, and numerous other items. One month after
the close of the fiscal year you are called upon to prepare and to certify to a
balance-sheet as at the end of the year. What would you do with regard to the
verification of inventories?
Answer:

Inquiry should be made to ascertain whether or not the company was oper
ating with a cost system, and, if so, whether this was a part of the general ac
counting records. A study of the cost records should be made to determine
their accuracy, and, consequently, the reliability of any information obtained
therefrom. If the stock records were tested periodically against the physical
inventories and were adjusted accordingly, the auditor should check the stock
records against the physical inventory as of the close of the fiscal year, especial
ly with respect to quantities. Raw material prices should be checked against
the original purchase invoices; work-in-process, and finished-goods valuations
could be obtained from the cost records if these are considered complete and
accurate. Extensions and footings should be tested, comparisons should be
made with previous inventories, and the gross profit test applied.
The foregoing is based on the assumption that the company has in operation
a complete and accurate cost system forming a part of the general accounting
records. This assumption seems a reasonable one in view of the fact that the
company is a large concern with mills in various cities, and, accordingly, would
find it rather difficult to operate successfully without an accounting system
which controlled its various branches or plants.
If the auditor found that he could not obtain his information as outlined
above, he would be required to qualify his certificate with respect to quantities
unless other members of his staff were assigned to the other branches or plants
to make a test of the quantities on hand, and were able to “work back” to the
physical inventories as of the closing date.
No. 3 (5 points):
The product of your client is shipped in containers which are returnable by
the customer. These are kept in repair and used for new shipments. The
containers are charged to customers as shipped at $2.00 each. Their average
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cost to your client is 75 cents each. At the end of the audit period you find
that 1,000 containers billed to customers were not returned and that 800 are on
hand at the plant. Show how these items should appear on the balancesheet of your client.
Answer:

No difficult question arises with respect to the 800 containers on hand at the
plant. These should be shown at cost (75 cents each), less a reserve for
depreciation.
The containers charged to customers at a rate of $2.00 each present a ques
tion which can not be answered satisfactorily on the facts given, unless certain
assumptions are made. If the business has been established for some time, its
accounting department has probably built up reliable statistics which should
show the ratio of containers returned to the total invoiced. The auditor should
test these percentages and, if convinced of their dependability, apply the per
centage rate to ascertain the number of containers which might be expected to
be returned. Assume for our purpose that 900 of the 1,000 containers out
standing may be expected to be returned, we should make the following adjust
ments:
Sales (container sales)....................................
Accounts receivable.......................
To reverse charges made for containers to be
returned.
Containers with customers............................
To—Cost of containers sold......................
To set up the cost of containers in the hands
of customers, 900 @75 cents each.

$1,800.00

$1,800.00

675.00
675.00

Containers:
In customers’ hands...................................
On hand......................................................

$675.00
600.00

Total........................................................
Less: Reserve for depreciation

$1,275.00
?

$

?

If there are no reliable statistics at hand, a more conservative method may be
used. This method would require, whenever financial statements are pre
pared, the reversing of the charge to accounts receivable of the 1,000 con
tainers billed at $2.00 each and the taking up of these containers at cost (75
cents each) as a part of the inventory. No profit would be taken up until con
tainers are paid for by customers. Under this method, these items would
appear in the balance-sheet as follows:
Containers:
In customers’ hands (1,000)........................
On hand (800)............................................
Total........................................................
Less: Reserve for depreciation
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600.00
$1,350.00
?
$

?
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The type of container, the kind of commodity and other facts not given
would determine whether the container inventory should be shown as a fixed
asset, current asset or a prepaid expense.
No. 4 (10 points):
(a) What is the effect, on the accounts, of the use of arbitrary instead of
actual rates of exchange for the entry of imported merchandise purchases?
(b) What is the proper basis for exchange rate cost on goods shipped C. I. F.,
also on goods shipped F. O. B.?
(c) State three different methods commonly employed of making payment
for imported merchandise.
Answer:

(a) Where actual rates of exchange are used, imported merchandise pur
chases are entered on the books of the importer in terms of domestic money
converted at the rates of exchange prevailing on the day of the purchases.
When remittance is made in payment of such invoices, the rate of exchange
may or may not be the same rate which prevailed on the day of purchase. Any
difference between the amount of the purchase as entered and the amount of the
remittance is entered in an exchange fluctuation account. This account should
be closed against the purchase account in order that the actual cost of pur
chases may be determined, although this exchange fluctuation is sometimes
considered a financial earning or expense.
In other words, the cost of the imported merchandise is the amount actually
paid for it, not the amount entered at the day of purchase.
The use of an arbitrary rate is an expedient well worth considering, especially
in cases of numerous purchases and more or less stable exchange conditions, but
its use will not give accurate costs unless the difference between the exchange
rate at the time of payment and the arbitrary rate as entered is treated as an
addition or subtraction from the cost of the purchases.
(b) As outlined in the preceding, (a), the cost would be the amount remitted,
regardless of the terms of purchase.
(c) Payment for imported merchandise may be:
(1) Made in advance, by the importer establishing a credit with some
bank or banker in the exporter’s country with instructions for
payment to the exporter upon the surrender of shipping documents
(bills of lading, invoices and insurance policy).
(2) Made at the time of delivery, by the exporter drawing a draft on
the importer with documents attached thereto for delivery when
the draft is paid, which, by custom in many cases, is not until the
arrival of the goods.
(3) Made after the receipt of goods by the importer, a documentary
acceptance bill being used, documents passing to the importer upon
acceptance by him of the bill of payment at some later date, when
presented through banking channels or possibly by an agent of the
exporter if he have one in that market.

No. 5 (10 points):
You are making an audit of a company which erected an office building on
which work was started April 1, 1922, and finished April 1, 1923. Your audit
covers the fiscal year ended March 31, 1924. The work has been financed by
an issue of bonds and an issue of stock. What special points would you con
sider in making the audit and reporting thereon?
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Answer:

Consideration should be given particularly to the agreement covering the
issues of the capital stock and the bonds and to a complete analysis of the
building account.
The requirements of the stock and the bond issues, especially the sinkingfund requirement, if any, should be thoroughly understood by the auditor so
that he may determine whether or not the company has fulfilled its obligations
to the stockholders and the bond owners under such agreements. Current
asset ratios, dividend payments, sinking-fund deposits, and sinking-fund re
serves are a few of the important terms usually included in such an agreement.
These the auditor should carefully check against the accounts affected and
report thereon.
Receipt of the proceeds of the stock and the bond sales should be verified, and
any stock or bond discount or premium arising from the sale of the securities
should be set out in the accounts as stock or bond discount or premium, and not
treated as a cost, or deduction from the cost, of the building. In the case of
bond discount, however, some accountants charge the building cost with that
portion of bond discount applicable to the period of construction. There can
be no serious objection to this practice inasmuch as interest (and amortization
of bond discount is another form of interest), insurance and taxes accrued
during the period of construction are generally recognized as proper capital
charges.
While it is usually regarded as permissible to capitalize the bond interest and
the discount amortization applicable to the construction period, the case is
different with dividends. The claim is not infrequently made by companies
such as the one described in this question that a dividend may be paid at the
end of a construction year and charged to property, the argument being that if
the funds had been obtained by additional bonds instead of stock the interest
would have been properly chargeable to property. The distinction lies in the
fact that bond interest is an expense actually incurred, and the charging of this
expense to the property account is entirely different in nature from the distribu
tion of paid-in capital (no profits having yet been earned) to the stockholders
and the concealment of this impairment of capital by an arbitrary charge to
property.

No. 6 (10 points):
What ratios (of one item, or total, to another) are most significant from a
credit standpoint in the comparison of balance-sheets and income statements
for the same company for several years? Mention at least three ratios and
explain why they are significant.
Answer:

The ratios which may be computed from financial and operating statements
are numerous and vary in significance according to the uses to which they are to
be put. It is conceivable, also, that even for any one purpose, such as the de
termination of credit rating, circumstances may alter the importance of any one
ratio.
As a general rule, however, it may be stated that from a credit standpoint the
most significant ratios are as follows:
(a) Those which measure the present financial strength of the company.
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(b) Those which measure the ability of the company to maintain or increase
financial strength.
Under (a) would be placed the measure of a company’s working capital posi
tion, usually referred to as the working capital or current ratio. This is prob
ably the first ratio that is examined and consists of the ratio of current assets to
current liabilities. The importance of this measure lies in its indication of the
ability of the company to meet its currently maturing obligations without
exhausting or seriously impairing its working capital. This is but another way
of saying that the current ratio is a measure of the adequacy of the company’s
working capital. There is also another significance to this ratio, in that it
measures the adequacy of the sources of funds with which to meet at maturity
the proposed obligation arising from the granting of credit.
A second significant ratio from a credit standpoint is that between profits and
the volume of business. This would be classed under (b) above as a measure of
the ability of the company in maintaining or increasing financial strength.
Surplus net profits may be measured in relation to net sales, and a comparison
of these ratios for successive years will indicate the trend of the business
from the viewpoint of profitableness to its owners. A better measure, some
times, is that shown by the ratio of operating profits to net sales. In using this
ratio the effect of non-operating income and expenses is eliminated and the
ratio is an unqualified measure of operating efficiency, becoming especially
valuable when determined for successive years.
The ratio of operating profits to total capital used in operations indicates the
efficiency in the use of plant facilities and working capital. The changes in this
ratio between succeeding periods indicates whether or not progress is being
made in operating efficiency.
Other significant ratios are:
The rate of inventory turnover, which indicates, in the absence of wide
fluctuations in prices, the degree of success of the business from a strictly mer
chandising viewpoint.
The ratio of amounts due from customers to annual sales, indicating, when
examined with relation to terms of sale, the condition of such accounts and the
efficiency of the credit and collection departments.

No. 7 (10 points):
You are making a detailed audit of a public-service corporation supplying a
district with electric light, heat and power. In addition to preparing the final
accounts and a balance-sheet, you are to certify the amounts of capital expendi
ture during the year, so as to permit the corporation to demand new mortgage
bonds, in payment of this expenditure, from the trustee for the bondholders.
During the course of the audit you learn, unofficially, that a physical inventory
of all the properties of the corporation has been recently made by the chiefs of
the resident engineering staff, recently changed, in order to satisfy themselves
as to the correctness of the book inventories, which have been used in previous
audits for the preparation of the balance-sheet. You also learn that the en
gineers have reported, to the management company which controls the corpora
tion, that fixed assets standing on the books at present at $350,000 have been
scrapped or replaced by new construction since the last physical inventory,
made five years previously. Since that inventory, and to the present time, all
new construction certified during the annual audits has been paid for by the
issue of other mortgage bonds to the corporation, which has sold them through
the management company. The new construction during the year you are
now auditing amounts to $550,000. The engineers’ report has not been ap
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proved by the management company and no mention of it, nor of any intended
new physical inventory, has been made in the minutes of the meetings of
directors or stockholders of the public-service corporation. What notice, if
any, should you take of the engineers’ report?
Answer:

In deciding what notice should be given to the engineers’ report, the account
ant should consider its significance with respect to both the certificate of
capital expenditure required under the bond indenture and also the report on
the detailed audit.
As to the certificate for the trustee, the question states that the accountant is
to certify to “the amounts of capital expenditure during the year. ” This seems
to mean the gross expenditure without regard to property abandonments, and
if this is the correct interpretation of the indenture no consideration of the
abandonments disclosed by the engineers’ report would be required.
On the other hand, if the indenture provides that the amount of bonds to be
called down in consideration of fundable construction is to be determined on
the basis of net capital additions, the accountant would be charged with the
responsibility of verifying the amount of the abandonments, and should follow
up the clue provided by the engineers’ report.
As to the audit report the accountant’s responsibility is more definite. An
unqualified certificate could not be given to the balance-sheet if the property
accounts have not been relieved of the carrying value of abandoned assets.
Unless the clue can be followed up and adjustments made for such abandon
ments there should be a qualification in respect of “such unrecorded property
abandonments, if any, as may have been made since the date of the last ap
praisal (giving date).”
No. 8 (10 points):
State and discuss the two most important points for a concern to take into
consideration which is in the business of selling machinery on long-term instal
ments. In auditing a current year’s operations, to what extent, if at all, should
the auditor concern himself in such a case with future years?
Answer:

The two most important points to be taken into consideration by a concern
in the business of selling machinery on long-term instalments are (1) the ade
quacy of its capital and (2) the quality of the credit risks of its customers.
The customers’ open accounts or notes receivable, because they are long
term, can not be considered in their entirety as current assets. The company,
therefore, must fortify itself with an investment adequate to carry, if not all of
these accounts, a considerable portion of them and to finance its other operations.
If the company holds customers’ notes of a high grade, the notes may be sold
or discounted under favorable terms, or used as collateral under collateral trust
loans, and the burden on the company’s working capital thus reduced. Bad
debt losses, collection costs and the quantity of re-acquired machines will be
lessened as the credit risk is reduced.
The auditor in auditing the operations of the current year should concern
himself with the methods used in allocating the income of the company as
between the current year and that of future years, and should verify these
amounts. Sufficient reserves should be set aside to provide for future bad debt
losses, costs of collection and repossession of machines, and the depreciation
applicable to such machines.
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No. 9 (5 points):
State briefly the advantages and disadvantages, as regards (a) the issuing
company, (b) the stockholders, and (c) intending investors, of shares of no par
value, as compared with par-value stock.
Answer:

The advantages and disadvantages of no-par-value shares as compared with
par-value stock may be listed as follows:
Advantages:
1. The par value as shown on a stock certificate is not a true indication of its
real value.
2. Par-value stock is easily sold to the credulous buyer who may be con
vinced of his business sagacity and acumen in purchasing a $100 par-value
certificate for any price less than that amount.
3. Unless there is fraud in the consideration, a purchaser of no-par-value
stock is relieved of any discount liability.
4. No-par-value stock is an aid in securing new or additional capital inasmuch
as the stock may be sold at any price without incurring the burden of stock
discount.
5. In the use of no-par-value stock a company has less incentive to overvalue
its assets or to resort to the treasury stock subterfuge.
6. In reorganizations no-par-value stock is readily adaptable to the exigen
cies which may arise.
Disadvantages:
1. Shares bearing no par value inscribed on the certificates are difficult to
market.
2. Because of the difficulty in arriving at the amount of the license fee, some
states have refused to license foreign corporations.
3. Arbitrary bases are often used by some states in determining stock taxes,
organization, operating and transfer fees of corporations with stock of no par
value.
The first advantage listed above is not a direct advantage to (a) the issuing
company, (b) the stockholder and (c) intending investor, but may be considered
in the answer because of the indirect effect.
The second advantage may be considered important to the intending inves
tor, who also shares the remaining advantages (numbers three to six, inclusive)
with (b) the stockholder.
The issuing company is concerned chiefly with numbers four and six, and
indirectly with such advantages as accrue to its stockholders or prospective
investors.
All three classes are affected by the disadvantages given because of their
mutual interest either present or prospective.

No. 10 (10 points):
With regard to the use of qualified audit certificates (a) state the occasion for
qualified certificates and their proper and justified use, (b) state what implica
tion is contained in the use of such words as “accepting” when used with refer
ence to certain asset valuations or other conditions shown on the books.
Answer:

(a) Qualified certificates are occasioned by circumstances which prevent the
verification of the item or items with respect to which the certificate is qualified.
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These circumstances may consist of limitations placed by the client upon the
scope of the audit or the absence of data necessary for verification of the item in
question. As to the propriety and justification of qualified certificates, these
must depend wholly upon the surrounding circumstances and the auditor must
exercise careful judgment in regard thereto. If the auditor suspects that the
statements prepared by him would be materially affected as a result of ex
amining the items in point he could not with propriety give even the qualified
certificate. On the other hand, should he feel that the items are substantially
correct and not likely to affect the results shown by his statements, it would be
perfectly proper for him to prepare a certificate qualified with respect to the
items not verified. His judgment must necessarily be based upon the attendant
circumstances, the nature of the items and the purport of the statements to
which the certificate applies.
(b) The term “accepting” or others similar thereto, used in reference to
certain asset valuations or other conditions shown by the books, implies that
there has been no verification by the auditor of the item or condition referred to
and that it is reflected in his statements just as it is shown by the client’s books,
appraiser’s certificate or other source of information.

No. 11 (10 points):
What is meant or implied in audit certificates (a) by the phrase “ properly
drawn up” as applied to a balance-sheet; (b) by the phrase "to show the finan
cial position of the company as at December 31, 1925, and the results of opera
tions for the year ended on that date?”
Answer:

(a) “Proper” and “properly",
improper” and “improperly” are terms
used very loosely by persons whose task it is to review the work of others. The
literal implication of the word “properly” when used with reference to the
manner in which a balance-sheet is drawn up would no doubt be that its partic
ular style and content constitute the one approved and correct presentation of
the facts which it presumably portrays. It may safely be said, however, that
the usual meaning behind the phrase “properly drawn up” as applied to a
balance-sheet means that the assets, liabilities and net worth portrayed therein
are correctly stated as to titles and amounts and that the form in which they are
arranged is a recognized and generally accepted method of setting forth the
facts represented.
(b) That part of the phrase reading “to show the financial position of the
company as at December 31, 1925, ” means to set forth the assets and liabilities
of the company at December 31, 1925, classified and arranged in such a way as
to show the nature and amount of the various items, and to show also the excess
of assets over liabilities as the net worth or proprietorship interest in the busi
ness, duly analyzed to show the nature and amount of the various elements
thereof, or the reverse as the deficiency of assets when measured against the
company’s liabilities.
The second part of the phrase, “and the results of operations for the year
ended on that date, ” means the expression in terms of income and expenses of
the various transactions in which the company has engaged during the year
ended December 31, 1925, showing the details of how the proprietorship in
terest has been increased or decreased.
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THE UNITED STATES BOARD OF TAX APPEALS—PRACTICE AND
EVIDENCE, by Charles D. Hamel. Prentice-Hall Inc., New York.
255 pp.

Most accountants engaging in tax practice have found it to the advantage of
their clients to place the conduct of cases coming before the board in the hands
of counsel so that while a working knowledge of practice and evidence before
the board is to be desired, Mr. Hamel’s book will appeal more to lawyers and to
the few accountants who engage in active practice before the board. In the
opening chapters of his book Mr. Hamel deals interestingly with the history,
purpose and functions of the board; the procedure in the bureau of internal
revenue leading up to appeal, and questions of jurisdiction. Among other mat
ters not generally known which he points out may be mentioned the fact that
there is no appeal to the board from a deficiency attributable to a mathematical
error in the return, that the board has no general jurisdiction to decide the
merits of claims for refund, claims in abatement or claims for credit under acts
prior to the 1926 act (and under that act only in a limited degree) nor to review
the purely administrative acts of the commissioner.
In commenting on the right of the board to award damages against a tax
payer bringing a frivolous appeal before the board under the 1926 act, Mr.
Hamel points out that a similar award may not be made against the commis
sioner, but thinks it not improper to suggest that congress might authorize the
board to do so when the commissioner by arbitrary or unreasonable action
forces the taxpayer to take an appeal.
Each step in the preparation of an appeal is presented. The complete text
of the 1926 revenue act is included as an appendix, along with the rules of the
board, copies of forms, etc. The extent to which tax decisions have accumu
lated is evidenced by the closely printed table of cases covering over 50 pages.
The book is well indexed and should form a valuable addition to the library of
every one interested in the conduct of cases before the board.

Donald Arthur.

UNIFORM SYSTEM OF ACCOUNTS FOR HOTELS.
tion of New York. 91+vpp.

The Hotel Associa

The Uniform System of Accounts for Hotels is accurately described in the
preface as “a manual of instructions for preparing standard financial state
ments and schedules of the various operating and productive units which make
up a hotel.”
It has been prepared for the Hotel Association of New York by a committee
composed of 9 proprietors, 12 hotel accountants, a representative of the Amer
ican Institute of Accountants, and a member of the New York State Society of
Certified Public Accountants.
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In the preliminary definitions and instructions the accounts are divided into
8 main “account groups” each of which is then described, namely:
1. Net sales
2. Cost of supplies sold
3. Salaries and wages
4. Departmental expenses
5. General unapportioned expenses
6. Repairs
7. Taxes, interest, etc.
8. Other additions or deductions
This clears the ground for a monthly statement of income and profit and loss
for which a form is given showing the results of the current month and the year
to date, with increases or decreases as compared with corresponding periods for
the previous year.
This form is followed by a brief description of the items to be included in the
various headings and by very complete detailed forms, showing how the nu
merous and varied returns are collected. The extent to which these analyses
are carried may be indicated by a few examples: Net sales included 19 heads,
some of which are further analyzed, such as rooms and food, which are sub
divided into 4 and 6 subheads respectively.
Appropriate standard forms are given for each department, such as candy
shop, valet, newsstand and the various enterprises included in a large modem
hotel, the accounts in each case being fully explained. The expense accounts
are subdivided under 64 heads.
The operating accounts being disposed of, the balance-sheet is treated in the
same manner. The general form is based on that approved by the federal
reserve board but contains some minor modifications. The form is followed by
a brief description of each of the suggested headings and by an index of the
entire book.
The book has already been described by Mr. W. J. Forster in the September
number of The Journal of Accountancy and the examples there given afford
good illustrations of the scope of the work.
There can be no doubt as to the benefits to be derived from some standardiza
tion of the accounts of an industry which has become one of the most important
and, in some ways, one of the most complicated, in the country. Nor can there
be doubt as to the ability of those who have so clearly codified a system. The
result is a valuable contribution to what may be called the specialists’ branch
of accounting literature.
Uniformity is essential if we are to have comparisons of any worth and such
comparisons are invaluable. It is true that uniformity when carried to an
excess may destroy individuality, but the compilers have escaped the danger of
making a false god of uniformity by framing their remarks in a suggestive rather
than a dogmatic form.
The book is written by experts for experts: it does not intend or pretend to
teach hotel bookkeeping, for the reader’s knowledge of that is assumed, and it
confines itself to suggesting what the bookkeeper should show, the means of
acquiring the information being left to his personal choice.
The book is primarily intended for large hotels open all the year, but the
views expressed are so sound that one wishes its limitations had been some-
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what broader. The seasonal hotel has some special problems of its own, as
have those which are managed on the dual plan, i.e. on the American and
European plans. Some matters such as determining the cost of employees’
meals are touched on somewhat lightly.
Numerous matters of detail such as forms of ledgers, of guest’s accounts and
of inter-departmental reports are not dealt with, nor is mention made of using
graphs, although they are especially valuable in this relation. However, one
point is quite clear: no accountant having hotels among his clients, and certainly
no management of a hotel of any size can afford to lose the opportunity of
adding this book to the library. We hope that the future may see a second
volume relating to some of the details lying beyond the scope of the present one.

Walter Mucklow.
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IRON AND STEEL
Accounting

Block, J. L. System of Accounting for an Iron Works. Accounting Review,
September, 1926, p. 1-30.
LAW
Haydon, T. E. Recent Cases of Interest to Accountants. Queensland Ac
countants and Secretaries’ Journal, April, 1926, p. 40-6.

MUNICIPAL
Accounting
Oakey, Francis. Information Needed in the Management of a City's Finances.
American City, October, 1926, p. 565-71.
Whiteley, F. Ogden. Accounts of Local Authorities. Incorporated Ac
countants’ Journal, September, 1926, p. 445-54.

PAPER, CARDBOARD, ETC.
Cost accounting

Gould, Charles W. Cost Accounting for Paper Mills. New York, National
Association of Cost Accountants, September 15,1926. 63 p. (N. A. C. A.
Bulletin, v. 8, no. 2.)
PERIODICALS AND NEWSPAPERS
Cost and Management; the Official Journal of the Canadian Society of Cost Ac
countants. 95 King Street East, Toronto, Canada.
Queensland Accountants and Secretaries' Journal; Official Organ of the Account
ants and Secretaries’ Educational Society. Union Trustee Chambers,

Queen Street, Brisbane, Australia.

PRICES
Gaskill, Nelson B. Knowing the Cost and Making the Price.
Management, September, 1926. p. 141-5.

Industrial

PROFESSIONAL ETHICS
Sodhbans, P. S. Ethics of Professional Accountants. Indian Accountant,
August, 1926, p. 97-9.
PROFITS
Lincoln, Edmond E. Are the Costs of Distribution Really Too High? System,
August, 1926, p. 158-61, 216.
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REAL ESTATE
Accounting

Boyd, Orton W. Accounting Problems of the Florida Real Estate Boom. Ac
counting Review, September, 1926, p. 64-73.
REPORTS
Wilson, H. L. Some Observations on Reports. Haskins and Sells Bulletin,
October, 1926, p. 76-9.
SOCIETIES, CLUBS, ETC.
Hornberger, D. J. Accounting Control in College Fraternal Organizations.
Accounting Review, September, 1926, p. 89-92.
STATEMENTS
Financial
Gass, J. Phillip. Audited Statement. Pittsburgh Accountant, September,
1926, p. 1-2.
STATISTICS
Hofgaard, Gerhard A. Comparisons—Meaning What? Pittsburgh Ac
countant, October, 1926, p. 1, 6-8.
STORES SYSTEMS AND STOCK RECORDS
Merz, August. Establishing Tool and Stores Control. Manufacturing In
dustries, September, 1926, p. 175-8.
TAXATION
May, George O. Double Taxation. Foreign Affairs, October, 1926, p.
69-79.
TAXATION, UNITED STATES
Income and excess profits
Gore, Edward E. From Wickersham to Mellon. Journal of Accountancy,
October, 1926, p. 269-80.
Sales of Property on Installment Plan. Income Tax Review, September 1,
1926, p. 3-5.
Addresses of periodicals

Accountant, 6 Kirby Street, London, E. C. 1, England.
Accountants’ Journal, 6 Kirby Street, London, E. C. 1, England.
Accounting, Commerce and Insurance, Accountancy and Educational Publications, Ltd.,
Wellington, N. Z.
Accounting Review, Commerce Building, Ohio State University, Columbus, O.
American City, 443 Fourth Avenue, New York, N. Y.
Atlantic Monthly, 8 Arlington Street, Boston, Mass.
Australasian Accountant and Secretary, 528-30 Collins Street, Melbourne, Australia.
Burroughs Clearing House, Burroughs Adding Machine Company, Detroit, Mich.
Canadian Chartered Accountant, Continental Life Building, Toronto, Canada.
Clothing Trade Journal, 70 Fifth Avenue, New York, N. Y.
Cost and Management, 95 King Street, East, Toronto, Canada.
Dry Goods Economist, 239 West 39th Street, New York, N. Y.
Engineering and Contracting, 151 West 42nd Street, New York, N. Y.
Foreign Affairs, 25 West 43rd Street, New York, N. Y.
Haskins and Sells Bulletin, 30 Broad Street, New York, N. Y.
Hotel Management, Lyon Block, Albany, N. Y.
Illinois Municipal Review, Urbana, Ill.
Income Tax Review, 165 Broadway, New York, N. Y.
Incorporated Accountants’ Journal, 50 Gresham Street, Bank, London, E. C. 2, England.
Indian Accountant, Nisbet Road, Lahore, Punjab, India.
Industrial Management, 120 West 32nd Street, New York, N. Y.
Iron Age, 239 West 39th Street, New York, N. Y.
Manufacturing Industries, 15 East 26th Street, New York, N. Y.
Michigan Manufacturer and Financial Record, 904 Free Press Building, Detroit, Mich.
National Electric Light Association Bulletin, 29 West 39th Street, New York, N. Y.
Pace Student, 30 Church Street, New York, N. Y.
Pittsburgh Accountant, State Theatre Building, Pittsburgh, Pa.
Power Wagon, 536 Lake Shore Drive, Chicago, Ill.
Public Accountant, 77 King Street, Sydney, Australia.
Queensland Accountants and Secretaries’ Journal, Union Trustee Chambers, Queen Street,
Brisbane, Australia.
Robert Morris Associates Monthly Bulletin, Lansdowne, Pa.
Store Operation, 205 Caxton Building, Cleveland, O.
System, Cass, Huron and Erie, Chicago, Ill.
Trust Companies, 55 Liberty Street, New York, N. Y.
Women’s Apparel Merchant, 455 Seventh Avenue, New York, N. Y.
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How L. B. Statistical
Service records and tabulates business
facts with speed, accuracy and economy
Library Bureau’s Statistical Service Division offers a com
petent, reasonable service to research bureaus, accountants,
insurance interests and general industry.
This Division will record and tabulate all kinds of statistics
for you. Its experienced corps of operators in conjunction
with large batteries of tabulating and calculating machines
insure a very flexible service.

Five Advantages To You
1—It meets the present and 2—It saves the expense of spe
ever-increasing demand for cialized departments dealing
more accurate and prompt largely in periodic accounting
analyses of your business.
activities.
3—It eliminates leasing or buy 4—It offers a decidedly expe
ing machines whose operation ditious service because of the
is not reasonably continuous. Division’s size and flexibility.
5—It brings you more accurate sta
tistics in less time—at less expense.

Typical of some of the work this service has rendered its
clients are: expense and cost distribution; sales analyses; costing
and price revisions; computing bank interest; tabulating advertising
questionnaires and research data; insurance statistics and current
and periodic analyses of all kinds,
To the executive interested in the economical compilation of his vital business statistics; we
will gladly send a copy of "Recorded Experience"—a book describing the wide scope of
L. B.'s Statistical Service Division.

Statistical Service Division

Library Bureau

DIVISION OF RAND KARDEX SERVICE CORPN.

New York, 451 Broadway
Philadelphia, 1011 Chestnut Street Indianapolis, 128 E. Washington Street
Boston, 93 Federal Street
Chicago, 214 W. Monroe Street
Detroit, 322 West Lafayette Blvd.

Montreal, 27 Board of Trade Building
Toronto, 215 Richmond Street West

------------------------------- ----------------- Use This Coupon-----------------------------------------------Statistical Service Division, Library Bureau, 380 Broadway, New York City

ja-ii

Gentlemen:
Kindly send me a copy of “Recorded Experience” a book describing the wide scope of Library Bureau’s
Statistical Service Division.
Name and Position

Firm Name..........................................................................

Street and Number...........................................................................City and State............................................

When writing to advertisers kindly mention The Journal

of
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THE BALANCE-SHEET
By Charles B. Couchman, C.P.A
A 300-page book explaining the preparation of a balance-sheet, and
how to classify, value and analyze every item on a balance-sheet.

The book discusses practically and in a common sense manner the
every-day problems of an accountant. It will prove a valuable addition
to any business man’s library.
Price $3.00
EASY TO READ AND TO UNDERSTAND
Especially recommended to teachers of Accountancy, who will
find it valuable in making plain the essential truths of the science

THE JOURNAL OF ACCOUNTANCY
135 Cedar Street, New York

The Accountants’ Index and Supplement
Clearly and Simply
Point to the Source
FROM WHICH INFORMATION ON ANY ACCOUNTING OR
RELATED SUBJECT MAY BE OBTAINED

OTH books should be in every Public Library. The busy accountant, lawyer,
engineer and business man cannot find any other reference books in the
field of accountancy so complete and satisfactory as these two volumes prepared
by the Librarian of the American Institute of Accountants. It is rightly called
The Key to Accounting Literature.

B

The two volumes may be obtained at $15.00
Price of Supplement alone is $5.00

The American Institute of Accountants
135 Cedar Street, New York, N. Y.
When writing to advertisers kindly mention The Journal of Accountancy
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Ward Quality

Accountants’ Cases
An exceptional case at an exceptional price.
A Shawl-strap case, 10" x 17" of heavy
cowhide in black or tan, made by a harness
maker and handstitched throughout.
Handsome, Convenient, Durable
$16.50 Parcel Post Prepaid
$17.50 West of the Mississippi

John Ward & Son
Printers and Stationers
115 Cedar Street
112 Liberty Street
New York

FEDERAL

INCOME TAX INDEX
The tax service that is compact—
one permanent bound volume and
only one cumulative Supplement.

Use a 2-H “Eldorado”
for subtotaling. Its
clear, sharp lines will
save you precious min
utes, both when the ad
ditions are made and
later when you consult
them for reference.

For information write to

INCOME TAX INDEX SERVICE
INCORPORATED

9-15 Clinton Street, Newark, New Jersey

DIXON’S

ELdoradO
"The Master Accounting Pencil”

BACK NUMBERS
WANTED
February, 1906
April, 1912
April, 1918
August, 1919

January, 1922
March, 1923
February, 1925
March, 1925

THE JOURNAL OF ACCOUNTANCY

SEND FOR FREE SAMPLES

Write for full-length free samples
of Dixon’s “Eldorado” and Dixon’s
“Best” Colored Pencils. Both
are supreme in their field.

JOSEPH DIXON CRUCIBLE COMPANY
Pencil Dept. 117-J
Jersey City, N. J.

Incorporated

135 Cedar Street

New York, N. Y.

When writing to advertisers kindly mention The Journal of Accountancy
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Classified Advertisements

Copy for classified advertising must be in hand at the office of The Journal of Accountancy previous to the twentieth day of the
month preceding month of publication Rates for "Help Wanted” and "Miscellaneous” are $9 per inch or fraction for one insertion;
$7 per inch or fraction each additional insertion. “Situations Wanted," $5 up to 65 words each insertion.

HELP WANTED

Trained Business Man Wanted
A foreign Mission Society needs a business man with knowledge
of accounting to act as Field Treasurer and Business Agent for
its Mission in South India. The applicant should be under 33,
of sound health, a member of a Baptist Church and in sympathy
with the missionary enterprise. May be either married or
unmarried. The position presents a large opportunity for
usefulness and offers the usual missionary salary which is
sufficient to provide a comfortable living. Box 835, care of
The Journal of Accountancy.

Help Wanted
If you are open to overtures for new connection, and qualified
for a salary between $2500 and $25,000, your response to this
announcement is invited. The undersigned provides a thor
oughly organized service, of recognized standing and reputation,
through which preliminaries are negotiated confidentially for
positions of the calibre indicated. The procedure is individual
ized to each client’s personal requirements; your identity cov
ered and present position protected. Established sixteen years.
Send only name and address for details. R. W. Bixby, Inc.,
125 Downtown Building, Buffalo, New York.

Accountants
Leading firm of certified public accountants desires to obtain
several in-charge, tax, senior assistant, and junior assistant
accountants. Replies must be concise and state in order —
Name, address, telephone, age, religion, education, experience,
present connection, salary expectation and how soon available.
Box 833, care of The Journal of Accountancy.

Certified Public Accountant
Well established firm offers branch managership to accountant
experienced in tax work, editing and writing reports, and
handling of staff; would consider purchase of interest. Box
827, care of The Journal of Accountancy.

Situation Wanted
American 32, fifteen years’ experience corporation accounting
costs, budgets, finance, Federal and State taxes and office man
agement, seeks new connection as Accountant, Auditor or Comp
troller, preferably in New England At present connected with
large manufacturing corporation in central New York as Asst.
Secretary-Asst. Treasurer in charge of all accounting, cost work
financial statements. Federal and State tax reports and personal
supervision of 35 clerks. Salary consideration $5500-$6500
per annum. Box 837, care of The Journal of Accountancy.

Certified Public Accountant
(Massachusetts — 1918), single, 39, protestant; several years’
diversified public experience; also Federal Tax experience as
senior field examiner and reviewer of Consolidated Corporations.
Desires permanent position as Executive Accountant, General
Auditor, etc. Would consider connection with C. P. A. firm.
P. O. 1165, Washington, D. C.

Certified Public Accountant
(New York) who has been engaged on tax work for the past
seven years, both as auditor in the Treasury Department and
as tax specialist with public accountants, available for a con
nection where these qualifications will prove of mutual advan
tage. Box 834, care of The Journal of Accountancy.

Financial and Accounting Executive
Certified public accountant (Indiana) age 30; University and
Legal training, broad office experience as head accountant, office
manager, assistant treasurer and secretary successively; public
accounting and auditing, income tax. Desires executive posi
tion carrying heavy responsibilities and commensurate opportu
nity for a man who can produce unusual results on his own Ini
tiative. Box 831, care of The Journal of Accountancy.

Position Wanted by Accountant
with wide experience Federal and State Tax Laws and Pro
cedure. Graduate Pace & Pace. Three years as auditor and
receiver Income Tax Unit at Washington, D. C. Age 31.
A-1 references. Box 836, care of The Journal of Accountancy.
MISCELLANEOUS

Accounting Executive

Opportunity

by large oil company operating in all branches of the industry.
Must be good organizer and capable of directing work of two
hundred employes. State age, education, business experience
and salary expected. Box 830, care of The Journal of Ac
countancy.

An opportunity is offered an experienced and progressive
certified public accountant (New York) with a small but grow
ing practice to associate with established accountants in New
York City. Our business averages about '$15,000.00 annually
and is steadily growing. We prefer a man with broad expe
rience and congenial personality to combine with us for expan
sion. Please state fully experience, education and nature of
present clientele. Box 832, care of The Journal of Accountancy.

SITUATIONS WANTED

Certified Public Accountant
Nebraska, 1925 (Institute Examination) desires connection with
firm of certified public accountants where ability and hard work
will assure a future. Four years’ experience as bookkeeper and
traveling auditor for group of associated public utilities also
over two years’ experience as general auditor for power com
pany serving twenty-six towns. High school and business
college graduate. Completed Constructive and Advanced
Accounting, Business Law and Federal Tax courses of Walton
School of Commerce. Age 26. Willing to travel. Box 828,
care of The Journal of Accountancy.

STANDARD-APPRAISALS
Qualified Experts in all lines
STANDARD APPRAISAL COMPANY
6 Church St., New York, N. Y.
Coast-to-Coast Service: Branch All Cities

When writing to advertisers kindly mention The Journal of Accountancy

ACCOUNTANCY
BULLETIN of the American Institute of Accountants
reports regularly events which affect the accounting profession,
including legislation, judicial decisions, the activities of ac
counting societies and of state boards of accountancy, and the
work of the Institute.

$1.00 a year

15 cents a copy

THE JOURNAL OF ACCOUNTANCY
135 Cedar Street, New York

^^?E have been fortunate in
securing the Bound Vol
umes listed below.
We shall be pleased to hear
from those desiring volumes for
the purpose of completing their
sets.
V
VI
VII
VIII
XIV
XV
XVI

XVII
XVIII
XIX
XX
XXI
XXII
XXIII

XXIV
XXV
XXVI
XXVII
XXIX
XXX
XXXI

XXXIII
XXXIV
XXXV
XXXVI
XXXVII
XXXVIII
XXXIX

Communicate with

The Journal of Accountancy, Inc.
135 Cedar Street
New York
RUMFORD PRESS
CONCORD

Bound Volume XLI
January, 1926—June, 1926

THE JOURNAL OF
ACCOUNTANCY
Price $4.00
Journal readers desiring to have
their own copies bound are re
quested to send them in early as
possible to insure prompt service.
Magazines will be bound in tan
buckram with red leather labels
stamped with gold letters on back
bone, at
$2.00 a volume
The Journal of Accountancy
Incorporated
135 Cedar Street * New York City

Progressive work
assignments, adapted
from actual practice,
bring the students of
Pace Institute into the world of facts as
they are. These work assignments
develop a technical work habit both ac
curate and speedy — they clinch and
reinforce the theory developed, lecture by lecture,
during three years of intensive study.
Intimate teacher-and-student association at the Insti
tute has paved the way for many a worth-while
career, for the achievement of many worthy ambi
tions in Accountancy and Business. And the way
is still open, the opportunities still legion.
In the resident school — 30 Church Street, New York — day
and evening classes will be formed from week to week until one
thousand Freshmen (beginning students) are registered. In
the Extension Division (instruction by mail) enrollment for one
month’s trial instruction can be made at any time upon payment
of $7.00 — there is no further liability. Ask at once for a copy
of “Pace Institute Men.”

Pace Institute
30 Church Street

New York City

